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SUMVARY OF FEDERAL | NCOVE TAX CHANGES - 1999
Prepared by the Staff of the
FRANCHI SE TAX BOARD
State of California

Executive Summary

During 1999, the Internal Revenue Code or its application was changed by:

PUBLI C
LAW TITLE

106- 21 TAX BENEFI TS FOR SERVI CES AS PART OF OPERATI ON ALLI ED
FORCE

106- 36 M SCELLANEOUS TRADE AND TECHNI CAL CORRECTI ONS ACT OF
1999

106- 58 APPROPRI ATI ONS, 2000

106-170 TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF
1999

This report explains the new federal laws along with the effective dates, the
corresponding California law (if any), including an explanation of any
changes made in response to the new federal |law, and the inpact on California
revenue were California to conformto the federal changes. This Report also
contains citations to the section nunbers of the Public Law, the Interna
Revenue Code, and the California Revenue and Taxati on Code inpacted by the

f ederal changes.

Following is a list of California tax provisions that expire in 2000.

Calif. Calif. Feder al Fed.
Sunset Section Section Sect. Description and Comments

01/01/00 24357.9 12/ 31/ 00 170(e) Deducti on: Augnmented Corporate
Conput er Contri butions

12/31/00 17279.4 12/31/01 198 Deduction: Expensing of Environmental
24369. 4 Renedi ati on Costs (Brownfiel ds)
Exhibit A contains a conplete listing of expiring provisions in California

| aw.

Exhi bit B contains a revenue table.



TAX BENEFI TS FOR SERVI CES AS PART OF OPERATI ON ALLI ED FORCE
(P.L. 106-21)

Section Section Title
1 Tax Benefits of MIlitary Personnel Serving in Conbat Zones
Ext ended to Hazardous Duty Area

Backgr ound

Federal |aw provides special rules for mlitary personnel serving in conbat
zones. A conbat zone is defined in Internal Revenue Code (I RC) Section 112
and is designated by the President of the United States under an Executive
Order. The following rules apply to mlitary personnel serving in combat
zones or spouses thereof:

1. A spouse of a mlitary person, who was in a mssing in action status
within a conmbat zone, may file as surviving spouse for periods follow ng
the date of determ nation of death if certain other rules are net.

2. Compensation received while serving in a conmbat zone is excluded from
gross income. For conm ssioned officers, the exclusion is limted to the
maxi mum enl i sted amount.

3. Any incone of a decedent (whose death is as a result of serving in a
conmbat zone) during the period fromthe year the decedent first served in
a conbat zone until the year of the decedent’s death is exenpt fromincone
t ax.

4. The transfer of the taxable estate of a decedent whose death is a result
of serving in a conbat zone is excluded fromcertain estate tax.

5. Phone service originating within a conbat zone is exenpt from federa
exci se taxes.

6. Conpensati on excluded under item 2, above, is considered wages for other
purposes of the IRC (e.g., enploynent taxes and the earned incone credit).

7. Permits a spouse of a serviceperson mssing in action while serving in a
conmbat zone to file a joint tax return under certain circunstances.

8. Extends various deadlines (including the time to file a tax return) and
pay tax by the amount of tine served in a conbat zone plus 180 days.

On April 13, 1999, the President of the United States issued Executive O der
13119, designating Federal Republic of Yugoslavia (Serbial/Mntenegro),

Al bania, the Adriatic Sea, the lonian Sea north of the 39'" parallel, and the
ai rspace above as a combat zone. The conmencenent date of conmbat activities
in the conbat zone is March 24, 1999.

New Federal Law

The provision provides that a “qualified hazardous duty area” shall be

treated as if it were a conbat zone under Section 112 of the Internal Revenue
Code (IRC). A qualified hazardous duty area is defined as any area of Federa
Republ i ¢ of Yugoslavia (Serbia/ Montenegro), Al bania, the Adriatic Sea and the

1



TAX BENEFI TS FOR SERVI CES AS PART OF OPERATI ON ALLI ED FORCE
(P.L. 106-21)

| oni an Sea (above the 39'" parallel) during the period that any serviceperson
is entitled to special pay under Section 310 of Title 37 of the United States
Code (USC) relating to services perforned subject to hostile fire or inmnent
danger for services perfornmed in such area. These areas are the same areas
that the President declared as a conbat zone in Executive Oder 13119.

Because the President designated the sane areas as a conbat zone, this

provi sion has no imediate effect. The provision will have effect when the
Presi dent renoves the designated areas froma conbat zone, and personnel in
t he designated areas continue to receive paynents under Section 310 of Title
37 of the USC.

Ef fecti ve Date

The provision is effective on March 24, 1999.

Current California Law

California confornms to IRC 112 and because the President designated the above
areas as a conbat zone, item1, 2, 3, and 8 referred to above (which relate
to incone taxation) receive the sane treatnment for California as federa
purposes. Item4, relating to estate taxation, is not applicable to
California. Itemb5, relating to enploynent taxes, is adm nistered by the
Enpl oynment Devel opnent Departnent. Item 6, relating to excise taxes, is

adm ni stered by the Board of Equalization. If a joint return may be filed for
federal purposes, a joint return may be filed for California purposes.
Consequently, item 7 applies for California purposes.

| npact on California Revenue

Because the designated areas are a conbat zone, this provision has no revenue
effect.



M SCELLANEQUS TRADE AND TECHNI CAL CORRECTI ONS ACT OF 1999
(P.L. 106-36)

Section Section Title
3001 Property Subject to a Liability Treated in Same Manner as
Assunmption of Liability

Backgr ound

Prior federal |aw provides that the transferor of property recognizes no gain
or loss if the property is exchanged solely for qualified stock in a
controll ed corporation (sec. 351). The assunption by the controlled
corporation of a liability of the transferor (or the acquisition of property
“subject to” aliability) generally will not cause the transferor to
recogni ze gai n. However, under section 357(c), the transferor does recognize
gain to the extent that the sumof the assunmed liabilities, together with the
liabilities to which the transferred property is subject, exceeds the
transferor's basis in the transferred property. If the transferred property
is “subject to”" a liability, Treasury regulations indicate that the anount
of the liability is included in the calculation regardl ess of whether the
underlying liability is assuned by the controlled corporation. Simlar rules
apply to reorgani zati ons described in section 368(a)(1)(D)

The gain recognition rule of section 357(c) is applied separately to each
transferor in a section 351 exchange.

The basis of the property in the hands of the controlled corporation equals
the transferor's basis in such property, increased by the amobunt of gain
recogni zed by the transferor, including section 357(c) gain.

New Federal Law (I RC Sec. 357)

Under the provision, the distinction between the assunption of a liability
and the acquisition of an asset subject to a liability generally is
elimnated. First, except as provided in Treasury regul ations, a recourse
liability (or any portion thereof) is treated as having been assuned if, as
determ ned on the basis of all facts and circunmstances, the transferee has
agreed to, and is expected to satisfy the liability or portion thereof
(regardl ess of whether the transferor has been relieved of the liability).
Thus, where nore than one person agrees to satisfy a liability or portion
thereof, only one would be expected to satisfy such liability or portion

t hereof. Second, except as provided in Treasury regul ations, a nonrecourse
liability (or any portion thereof) is treated as having been assunmed by the
transferee of any asset that is subject to the liability. However, this
anount is reduced in cases where an owner of other assets subject to the sane
nonrecourse liability agrees with the transferee to, and is expected to,
satisfy the liability (up to the fair nmarket value of the other assets,
determ ned without regard to section 7701(Qg)).

In determ ni ng whether any person has agreed to and is expected to satisfy a
liability, all facts and circunstances are to be considered. In any case
where the transferee does agree to satisfy a liability, the transferee also



M SCELLANEQUS TRADE AND TECHNI CAL CORRECTI ONS ACT OF 1999
(P.L. 106-36)

will be expected to satisfy the liability in the absence of facts indicating
the contrary.

In determining any increase to the basis of property transferred to the
transferee as a result of gain recognized because of the assunption of
liabilities under section 357, in no event will the increase cause the basis
to exceed the fair market value of the property (determ ned without regard to
sec. 7701(g)).

If gain is recognized to the transferor as the result of an assunption by a
corporation of a nonrecourse liability that also is secured by any assets not
transferred to the corporation, and if no person is subject to federal incone
tax on such gain, then for purposes of determ ning the basis of assets
transferred, the amobunt of gain treated as recognized as the result of such
assunption of liability shall be determned as if the liability assumed by
the transferee equal ed such transferee's ratable portion of the liability,
based on the relative fair nmarket values (determ ned without regard to sec.
7701(g)) of all assets subject to such nonrecourse liability. In no event
will the gain cause the resulting basis to exceed the fair market val ue of
the property (determ ned without regard to sec. 7701(g)).

The Treasury Departnment has authority to prescribe such regul ati ons as nay be
necessary to carry out the purposes of the provision. This authority includes
the authority to specify adjustnents in the treatnent of any subsequent
transactions involving the liability, including the treatnment of paynents
actually made with respect to any liability as well as appropriate basis and
ot her adjustnents with respect to such paynments. Were appropriate, the
Treasury Departnent al so may prescribe regul ati ons which provide that the
manner in which a liability is treated as assumed under the provision is
applied el sewhere in the Code.

Ef fecti ve Date

The provision is effective for transfers on or after October 19, 1998. No
i nference regarding the tax treatnent under present law is intended

Current California Law (R&TC Sec. 17321 & 24451)

California is in conformty with federal law as it relates to the transfer of
assets to a controlled corporation prior to the passage of the M scell aneous
Trade and Technical Corrections Act O 1999.

| npact on California Revenue

The revenue inpact fromconformng to these provisions would be a $1 mllion
gain in 2000-01 and 2001-02, and a $1.5 million gain in 2002-03.



APPROPRI ATI ONS, 2000
(P.L. 106-58)

Section Section Title
650 Item zed I ncome Tax Recei pt

New Feder al Law

The provision requires the Secretary of the Treasury, by April 15, 2000, to
establish an interactive programon a website where any taxpayer may generate
an item zed recei pt showing a proportionate allocation (in noney termns) of
the taxpayer’s total tax paynents anong the mmjor expenditure categories. The
provision lists nine major expenditure categories and exanples of 19 nore
specific expenditure itens that nust be listed on the receipt.

The taxpayer only needs the anmpbunt of tax paid to generate the receipt.
Identifying information of the taxpayer shall not be required.

Ef fecti ve Date

The provision is effective on Septenber 15, 1999.

Current California Law

The departnent maintains a website where individual taxpayers nmay obtain a
tax receipt at ww. ftb.ca.gov/taxcal c/wel cone/asp. The tax receipt provides
detailed lists of state expenditures, including major expenditures on a
percentage basis. The taxpayer needs only the anpbunt of tax paid to generate
the receipt.

| npact on California Revenue

Not applicable.



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

Section Section Title
405 Aut horization for States to Permit Annual Wage Reports

Backgr ound

The Soci al Security Donestic Enpl oynent Reform Act of 1994 (P.L. 103-387)
changed certain Social Security and Medicare tax rules. Specifically, that
Act provided that donmestic service enployers (that is, individuals enploying
mai ds, gardeners, babysitters, and the Iike) would no | onger owe taxes for
any donestic enpl oyee who earned | ess than $1,000 per year fromthe enployer.
In addition, that Act sinplified certain reporting requirenents. Donmestic
enpl oyers were no longer required to file quarterly returns regardi ng Soci al
Security and Medi care taxes, nor the annual Federal Unenploynent Tax Act
(FUTA) return. Instead, all federal reporting was consolidated on an annua
Schedule H filed at the same tinme as the enployer's personal inconme tax
return.

New Feder al Law

The provision allows States the option of permtting donestic service
enployers to file annual rather than quarterly wage reports pursuant to
section 1137 of the Social Security Act.

Ef fecti ve Date

This provision is effective as of the date of enactnent.

Current California Law

Enpl oynment taxes are admi nistered by the Enpl oynent Devel opnent Depart nent
( EDD) .

| npact on California Revenue

Defer to the EDD

Section Section Title
412 Simplification of Foster Child Definition under Earned |ncone
Credit

Backgr ound

For purposes of the earned income credit (EIC), qualifying children may
i ncl ude foster children who reside with the taxpayer for a full year, if the
taxpayer cares for the foster children as the taxpayer's own children. (Code
section 32(c)(3)(B)(iii)). Al EIC qualifying children (including foster

6
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children) must either be under the age of 19 (24 if a full-time student) or
permanently and totally disabled. There is no requirenment that the foster
child either be (1) placed in the household by a foster care agency or (2) a
relative of the taxpayer.

New Federal Law

For purposes of the EIC, a foster child is defined as a child who (1) is
cared for by the taxpayer as if he or she were the taxpayer's own child, (2)
has the sane principal place of abode as the taxpayer for the taxpayer's
entire taxable year, and (3) either is the taxpayer's brother, sister,

st epbrot her, stepsister, or descendant (including an adopted child) of any
such relative, or was placed in the taxpayer's home by an agency of a state
or one of its political subdivisions or by a tax-exenpt child placenent
agency licensed by a state.

Ef fecti ve Date

The provision is effective for taxabl e years beginning after
Decenber 31, 1999.

Current California Law

California does not have a conparable credit to federal EIC

| npact on California Revenue

Not applicable.

Section Section Title
501 Extend M ninum Tax Relief for |ndividuals

Backgr ound

Federal |aw provides for certain nonrefundabl e personal tax credits (i.e.,
the dependent care credit, the credit for the elderly and disabled, the
adoption credit, the child tax credit, the credit for interest on certain
honme nortgages, the HOPE Schol arship and Lifetine Learning credits, and the
D.C. honebuyer's credit). Except for taxable years beginning during 1998,
these credits are allowed only to the extent that the individual's regular
income tax liability exceeds the individual's tentative m ninmumtax,

determ ned without regard to the mnimumtax foreign tax credit. For taxable
years begi nning during 1998, these credits are allowed to the extent of the
full amount of the individual's regular tax (without regard to the tentative
m ni mum t ax) .
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An individual's tentative mninumtax is an amount equal to (1) 26% of the
first $175,000 ($87,500 in the case of a married individual filing a separate
return) of alternative mninumtaxable income (AMIl) in excess of a phased-
out exenption anpunt and (2) 28% of the remaining AMII. The maxi mumtax rates
on net capital gain used in conputing the tentative mninmumtax are the sane
as under the regular tax. AMIl is the individual's taxable inconme adjusted to
take account of specified preferences and adjustnents. The exenpti on anounts
are: (1) $45,000 in the case of married individuals filing a joint return and
survi ving spouses; (2) $33,750 in the case of other unmarried individuals;
and (3) $22,500 in the case of married individuals filing a separate return,
estates and trusts. The exenption anpunts are phased out by an anbunt equa
to 25% of the amount by which the individual's AMII exceeds (1) $150,000 in
the case of married individuals filing a joint return and surviving spouses,
(2) $112,500 in the case of other unmarried individuals, and (3) $75,000 in
the case of married individuals filing separate returns or an estate or a
trust. These anounts are not indexed for inflation.

For famlies with three or nore qualifying children, a refundable child
credit is provided, up to the amount by which the liability for soci al
security taxes exceeds the anmobunt of the earned income credit (section
24(d)). For taxable years beginning after 1998, the refundable child credit
is reduced by the anpbunt of the individual's mnimumtax liability (i.e., the
anmount by which the tentative mninmumtax exceeds the regular tax liability).

New Federal Law (IRC Sections 24 and 26)

The Ticket to Work and Work Incentives |Inprovenent Act OF 1999 (the Act)

extends to taxable years beginning in 1999 the provision that allows the

nonr ef undabl e credits to offset the individual's regular tax liability in
full (as opposed to only the amobunt by which the regular tax exceeds the

tentative mninumtax). For taxable years beginning in 2000 and 2001, the
personal nonrefundable credits may offset both the regular tax and the

alternative mninumtax. The foreign tax credit will be allowed before the
personal credits in conputing the regular tax for these years. The refundable
child credit will not be reduced by the amount of an individual's mninumtax

in taxabl e years beginning in 1999, 2000, and 2001.

Ef fecti ve Date

This provision is effective for taxable years beginning in 1999, 2000 and
2001.

Current California Law (R&TC Section 17039)

California lawis generally in conformty with federal law as it relates to
the conputation of AMI and tentative mninmumtax. The anmounts included in
the conputation may differ due to other differences in the laws. Also,
California’s AMI rate is 7%
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Prior to AB 1637 (Ch. 930, Stats. 1999), the only “personal” type credit
allowed to reduce the regular tax anount below the tentative mninmumtax was
the renter’s credit. Effective beginning in the 1999 tax year, AB 1637
elimnated the tentative mninumtax limtation on personal exenption credits
by allowi ng the “exenption” credits to reduce regular tax below tentative

m ni nrum tax. Exenption credits include the personal, dependent, blind and
senior credits only. California law still limts other “personal” type
credits to the tentative mninumtax level. Oher “personal” type credits

i ncl ude joint custody head of househol d, dependent parent, senior head of
househol d and child adoption credit. The senior head of household and child
adoption credits have AG limtations. The interaction of the AG
limtations and the AMI threshold anpbunts reduce the nunber of taxpayers
taki ng one of these two credits being affected by the tentative m ni mumtax
[imtation

| npact on California Revenue

Based on nmodel sinulations, the revenue loss for elimnating the tentative
mninmumtax interaction with regard to “other” personal credits would be
negl i gi bl e.

Section Section Title
502 Ext end Research and Experinmentation Tax Credit and Increase the
Alternative Increnental Rates

Backgr ound

Section 41 provides for a research tax credit equal to 20% of the anmount by
whi ch a taxpayer's qualified research expenditures for a taxable year exceed
its base anpunt for that year. The research tax credit expired and generally
does not apply to amounts paid or incurred after June 30, 1999.

Except for certain university basic research paynments made by corporations,
the research tax credit applies only to the extent that the taxpayer's
qualified research expenditures for the current taxable year exceed its base
anount. The base anpbunt for the current year generally is conputed by

mul tiplying the taxpayer's “fixed-base percentage” by the average anmount of
the taxpayer's gross receipts for the four preceding years. If a taxpayer
both incurred qualified research expenditures and had gross receipts during
each of at |least three years from 1984 through 1988, then its “fi xed-base
percentage” is the ratio that its total qualified research expenditures for
the 1984-1988 period bears to its total gross receipts for that period
(subject to a maximumratio of .16). Al other taxpayers (so-called “start-up
firms”) are assigned a fixed-base percentage of 3% Expenditures attributable
to research that is conducted outside the United States do not enter into the
credit conputation.
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Taxpayers are allowed to elect an alternative increnental research credit
regine. If a taxpayer elects to be subject to this alternative regine, the
taxpayer is assigned a three-tiered fixed-base percentage (that is | ower than
the fixed-base percentage otherw se applicable under present |law and the
credit rate likew se is reduced. Under the alternative credit regine, a
credit rate of 1.65% applies to the extent that a taxpayer's current-year
research expenses exceed a base anmount conputed by using a fixed-base
percentage of 1% (i.e., the base ambunt equals 1% of the taxpayer's average
gross receipts for the four preceding years), but do not exceed a base anpunt
conmput ed by using a fixed-base percentage of 1.5% A credit rate of 2.2%
applies to the extent that a taxpayer's current-year research expenses exceed
a base anmpunt conputed by using a fixed-base percentage of 1.5% but do not
exceed a base ampunt conputed by using a fixed-base percentage of 2% A
credit rate of 2. 75% applies to the extent that a taxpayer's current-year
research expenses exceed a base anmount conputed by using a fixed-base
percentage of 2% An election to use the alternative increnmental credit
regi re may be made for any taxable year beginning after June 30, 1996, and
such an el ection applies to that taxable year and all subsequent years (in
the event that the credit subsequently is extended) unless revoked with the
consent of the Secretary of the Treasury.

New Federal Law (I RC Section 41)

The Act extends the research tax credit for five years--i.e., generally, for
the period July 1, 1999, through June 30, 2004. In addition, the provision

i ncreases the credit rate applicable under the alternative increnental
research credit one percentage point per step, that is from1.65%to 2.65%
when a taxpayer's current-year research expenses exceed a base amount of 1%
but do not exceed a base anmount of 1.5% from2.2%to 3.2% when a taxpayer's
current-year research expenses exceed a base amount of 1.5% but do not
exceed a base ampunt of 2% and from 2. 75% to 3. 75% when a taxpayer's
current-year research expenses exceed a base amount of 2%

The Act al so expands the definition of qualified research to include research
undertaken in Puerto Rico and possessions of the United States. However, any
enpl oyee conpensati on or other expense clainmed for conputation of the
research credit may not al so be claimed for the purpose of any credit

al | owabl e under section 30A (Puerto Rico economc activity credit) or under
section 936 (Puerto R co and possession tax credit).

Research tax credits that are attributable to the period beginning on July 1
1999, and endi ng on Septenber 30, 2000, may not be taken into account in
determ ning any anount required to be paid for any purpose under the Internal
Revenue Code prior to Cctober 1, 2000. On or after Cctober 1, 2000, such
credits may be taken into account through the filing of an anended return, an
application for expedited refund, an adjustnent of estimted taxes, or other
means that are allowed by the Code. The prohibition on taking credits
attributable to the period beginning on July 1, 1999, and endi ng on Septenber
30, 2000, into account as paynents prior to COctober 1, 2000, extends to the
determ nati on of any penalty or interest under the Code. For exanple, the
anount of tax required to be shown on a return that is due prior to October

10
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1, 2000 (excluding extensions) may not be reduced by any such credits. In
addi tion, Congress clarified that deductions under section 174 are reduced by
credits allowabl e under section 41 as under present |aw, not w thstanding the
delay in taking the credit into account created by this provision.

Simlarly, research tax credits that are attributable to the period begi nning
Cctober 1, 2000, and ending on Septenber 30, 2001, may not be taken into
account in determ ning any anount required to be paid for any purpose under
the Internal Revenue Code prior to October 1, 2001. On or after October 1,
2001, such credits may be taken into account through the filing of an anended
return, an application for expedited refund, an adjustnent of estinmated
taxes, or other neans that are allowed by the Code. Likew se, the prohibition
on taking credits attributable to the period begi nning on Cctober 1, 2000,
and endi ng on Septenber 30, 2001, into account as paynents prior to Cctober
1, 2001, extends to the determ nation of any penalty or interest under the
Code.

In extending the research credit, Congress was concerned that the definition
of qualified research be adm nistered in a manner that is consistent with the
i ntent Congress has expressed in enacting and extending the research credit.
The Secretary was urged to consider carefully the cormments he has and may
recei ve regarding the proposed regulations relating to the conputation of the
credit under section 41(c) and the definition of qualified research under
section 41(d), particularly regarding the “common know edge” standard. The
rapi d pace of technol ogi cal advance was noted, especially in service-rel ated
i ndustries, and the Secretary was urged to consider carefully the coments he
has and may receive in pronulgating regulations in connection w th what
constitutes “internal use” with regard to software expenditures. Congress

al so observed that software research, that otherw se satisfies the

requi renents of section 41, which is undertaken to support the provision of a
service, should not be deened “internal use” solely because the business
conponent involves the provision of a service.

Congress wished to reaffirmthat qualified research is research undertaken
for the purpose of discovering new information which is technological in
nature. For purposes of applying this definition, new information is
information that is newto the taxpayer, is not freely available to the
general public, and otherw se satisfies the requirements of section 41.

Enpl oyi ng existing technologies in a particular field or relying on existing
principles of engineering or science is qualified research, if such
activities are otherw se undertaken for purposes of discovering information
and satisfy the other requirenents under section 41.

Congress was al so concerned about unnecessary and costly taxpayer record
keepi ng burdens and reaffirns that eligibility for the credit is not intended
to be contingent on neeting unreasonabl e record keeping requirenments.

Ef fecti ve Date

The extension of the research credit is effective for qualified research
expendi tures paid or incurred during the period July 1, 1999, through June
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30, 2004. The increase in the credit rate under the alternative increnental
research credit is effective for taxable years beginning after June 30, 1999.

Current California Law (R&TC Section 17052.12 & 23609)

Exi sting state |l aw confornms with specific nodifications to the federa
research credit prior to the enactnment of the Act, as follows:

For corporate taxpayers engaged in specified biopharmaceutica
research and bi otech research and devel opnment, the definition of
“qualified organi zation” includes hospitals run by public

uni versities and certain cancer centers.

“Basi c research” nust be conducted in California to qualify for the
California credit.

Research that has a specific commercial objective may qualify as
“basic research.”

Specifies that “qualified research expense” does not include any
anmount paid or incurred for tangi ble personal property that is
eligible for the sales tax exenption provided under Section 6378 of
the R&TC (relating to tel eproducti on and post producti on).

The credit percentage is now 12% for “qualified research” (increased
for 1999 and | ater years by SB 705 (Ch. 77, Stats. 1999) and 24%f or
corporations for “basic research.” To duplicate the federa
provision that allows the credit for "“basic research” paynents only
to corporate taxpayers, the Bank and Corporation Tax Law (B&CTL)
allows the credit based on “qualified research” expenses and “basic
research” paynents, while the Personal |nconme Tax Law (PITL) all ows
the credit only for “qualified research” expenses.

The state alternative increnental credit amount is 80% of the prior
federal alternative incremental credit. This equates to 1.31% 1.76%
and 2. 20%

California taxpayers may make the alternative increnmental credit

el ection at any one time, instead of having a w ndow period for
maki ng the election that is conparable to the federal credit. Al so,
taxpayer's federal election is not binding for state purposes.

The state definition of “gross receipts” for purposes of the credit
differs fromthat used in the federal credit.

The term nation dates provided under federal [aw do not apply to
state law. The California research credit is allowed indefinitely
for taxable and income years beginning on or after January 1, 1987.

If the credit exceeds the tax, the excess is carried over.
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| npact on California Revenue

Revenue | osses under the PIT and B&CT | aws from hi gher alternative increnental
research credit rates are estimated to be as foll ows:

Esti mat ed Revenue | npact of Section 502
Ef fective for Tax Years After Decenber 31, 1999
Enact nent Assuned After 6/30/99
($In M11lions)
2000-01 2001-02 2002-03 2003-04

-$13 -$22 -$27 -$30

The above revenue inpact was estimted as foll ows. First, the revenue |oss
due to AIRC under existing B&CT |law was estimated for 1994 using B&CT
sanples as well as other corporate financial data. Next, the revenue | oss
due to AIRC under the proposed higher credit rates (i.e. 80% of the new
federal rates) was computed using the sanme data. The difference between these
two amounts was the B&CT revenue inpact of the proposal. The revenue | osses
wer e extrapol ated using reported aggregate R& credits clained by California
corporations from 1994 to 1997, and DOF projected annual growh rates of
corporate profits beyond 1997. Finally, the revenue inpact under PIT was
assuned to be equal to one percent of the B&CT inpact and was added to the
corporate inpact.

Section Section Title
503 Ext end Exceptions Under Subpart F for Active Financing |Incone

Backgr ound

Under the subpart F rules, 10% U.S. sharehol ders of a controlled foreign
corporation (CFC) are subject to U . S. tax on certain inconme earned by the
CFC, regardl ess of whether such inconme is distributed to the sharehol ders.
The income subject to current inclusion under the subpart F rules includes,
anong ot her things, foreign personal hol ding conpany incone and insurance
income. In addition, 10% U.S. sharehol ders of a CFC are subject to current
inclusion with respect to their shares of the CFC s foreign base conpany
services income (i.e., inconme derived fromservices perforned for a rel ated
person outside the country in which the CFC is organized).

For ei gn personal hol di ng conpany i ncone generally consists of the foll ow ng:
(1) dividends, interest, royalties, rents, and annuities; (2) net gains from
the sale or exchange of (a) property that gives rise to the preceding types
of inconme, (b) property that does not give rise to inconme, and (c) interests
in trusts, partnerships, and REM Cs; (3) net gains fromcomodities
transactions; (4) net gains fromforeign currency transactions; (5) incone
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that is equivalent to interest; (6) incone fromnotional principal contracts;
and (7) paynents in lieu of dividends.

I nsurance i nconme subject to current inclusion under the subpart F rul es

i ncl udes any incone of a CFC attributable to the issuing or reinsuring of any
i nsurance or annuity contract in connection with risks located in a country
other than the CFC s country of organization. Subpart F insurance incone also
i ncludes incone attributable to an insurance contract in connection with
risks located within the CFC s country of organization, as the result of an
arrangenent under which another corporation receives a substantially equa
anount of consideration for insurance of other-country risks. Investnent

i ncome of a CFC that is allocable to any insurance or annuity contract
related to risks |located outside the CFC s country of organization is taxable
as subpart F insurance income (Prop. Treas. Reg. section 1.953 1(a)).

Tenporary exceptions fromforeign personal hol ding conpany i ncone, foreign
base company services incone, and insurance incone apply for subpart F
purposes for certain incone that is derived in the active conduct of a

banki ng, financing, or simlar business, or in the conduct of an insurance
busi ness (so-called “active financing incone”). These exceptions are
applicable only for taxable years beginning in 1999. Tenporary exceptions
fromthe subpart F provisions for certain active financing income applied
only for taxable years beginning in 1998. Those exceptions were extended and
nodi fied as part of the present-|aw provision.

Wth respect to incone derived in the active conduct of a banking, financing,
or simlar business, a CFCis required to be predom nantly engaged in such
busi ness and to conduct substantial activity with respect to such business in
order to qualify for the exceptions. In addition, certain nexus requirenents
apply, which provide that incone derived by a CFC or a qualified business
unit (QBU) of a CFC fromtransactions with custoners is eligible for the
exceptions if, anong other things, substantially all of the activities in
connection with such transactions are conducted directly by the CFC or BU in
its home country, and such income is treated as earned by the CFC or QBU in
its home country for purposes of such country's tax |aws. Moreover, the
exceptions apply to incone derived fromcertain cross border transactions,
provided that certain requirements are net. Additional exceptions from
forei gn personal hol ding conpany inconme apply for certain incone derived by a
securities dealer within the neaning of section 475 and for gain fromthe
sal e of active financing assets.

In the case of insurance, in addition to a tenporary exception fromforeign
personal hol di ng conmpany i ncome for certain income of a qualifying insurance
company with respect to risks located within the CFC s country of creation or
organi zation, certain tenporary exceptions frominsurance incone and from
forei gn personal hol ding conpany income apply for certain incone of a
qgqualifying branch of a qualifying insurance conpany with respect to risks

| ocated within the home country of the branch, provided certain requirenents
are net under each of the exceptions. Further, additional tenporary
exceptions frominsurance incone and from foreign personal hol di ng conpany

i ncome apply for certain income of certain CFCs or branches with respect to
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risks located in a country other than the United States, provided that the
requirements for these exceptions are net

New Federal Law (Sections 953 and 954)

The Act extends for two years the present-law tenporary exceptions from
subpart F foreign personal hol di ng conpany i ncome, foreign base conpany
servi ces incone, and i nsurance incone for certain incone that is derived in
the active conduct of a banking, financing, or simlar business, or in the
conduct of an insurance business.

The Act also clarifies that if the tenmporary exception from subpart F

i nsurance income does not apply for a taxable year beginning after Decenber
31, 2001, section 953(a) is to be applied to such taxable year in the sane
manner as it would for a taxable year beginning in 1998 (i.e., under the | aw
in effect before anendnents to section 953(a) were made in 1998). Thus, for
future periods in which the tenporary exception relating to i nsurance incone
is not in effect, the same-country exception from subpart F insurance incone
applies as under prior |aw

Ef fecti ve Date

The provision is effective for taxable years of foreign corporations

begi nning after Decenber 31, 1999, and before January 1, 2002, and for
taxabl e years of U S. shareholders with or within which such taxable years of
such foreign corporations end.

Current California Law (R&TC Section 25110)

In general, California does not conformto the federal rules relating to
controll ed foreign corporations. However, for California water's-edge

pur poses, a controlled foreign corporation (CFC) is required to be included
in the water's-edge conbined report if the CFC has Subpart F incone defined
in Section 952 of the Internal Revenue Code.

The incone and apportionnent factor of the CFC included within a water’s-edge
conmbi ned report is the CFC s net inconme and apportionnment factor determ ned
under the Revenue and Tax Code multiplied by the ratio of subpart F incone
defined by Section 952 of the Internal Revenue Code over earnings and profits
defined in Section 964 of the Internal Revenue Code.

The deened dividend treatnment for subpart F incone prescribed by section 951
of the Code is not applicable for California purposes

Under California | aw, insurance conpanies are generally not subject to the

i ncome or franchise tax. Instead, insurers pay a tax based generally on

prem uns received during the year from business transacted in California. The
gross premuns tax rate is set each year and admi nistered by the State Board
of Equalization. Since 1990, the tax has been set at 2.35%
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| npact on California Revenue

Based on a review of issues for state tax purposes by audit staff, this
provision affecting certain financial service corporations filing on a

wat er’ s-edge basis with controlled foreign corporations would result in mnor
revenue | osses annually on the order of $500,000 for 2000-1 through 2002- 03.
It is assuned the provision wuld be effective with transfers nmade in taxable
years beginning after Decenber 31, 1999, through Decenber 31, 2001. Largely
due to the indicated entity requirenents, California s inpact is |less than
the otherw se standard proportional estimate of the federal inpact.

Section Section Title
504 Ext end Suspension of Net Inconme Limtation on Percentage Depletion
fromMarginal Gl and Gas Wl ls

Backgr ound

The Code permts taxpayers to recover their investnent in oil and gas wells
t hrough depl eti on deductions. In the case of certain properties, the
deductions may be determ ned using the percentage depletion nethod. Anmong the
limtations that apply in cal culating percentage depletion deductions is a
restriction that, for oil and gas properties, the amobunt deducted nay not
exceed 100% of the net income fromthat property in any year (section
613(a)).

Speci al percentage depletion rules apply to oil and gas production from
“margi nal” properties (section 613A(c)(6)). Marginal production is defined as
donmestic crude oil and natural gas production fromstripper well property or
fromproperty substantially all of the production from which during the

cal endar year is heavy oil. Stripper well property is property from which the
average daily production is 15 barrel equivalents or |ess, determ ned by
dividing the average daily production of donestic crude oil and donmestic
natural gas from producing wells on the property for the cal endar year by the
number of wells. Heavy oil is donestic crude oil with a weighted average
gravity of 20 degrees APl or less (corrected to 60 degrees Fahrenheit). Under
one such special rule, the 100% of-net-incone limtation does not apply to
domestic oil and gas production from margi nal properties during taxable years
begi nning after Decenber 31, 1997, and before January 1, 2000.

New Federal Law (I RC Section 613A)

The Act extends the present-I|aw suspension of the 100% of - net-incone
limtation with respect to oil and gas production frommargi nal wells to

i ncl ude taxabl e years begi nning after Decenber 31, 1999, and before January
1, 2002.
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Current California Law (R&TC Section 17681 & 24831)

California lawis in full conformty with federal law, as it read on January
1, 1998, and as it relates to percentage depletion of oil and gas wells,

i ncl uding the tenporary suspension of the 100% of-net-income limtation.
Under California law the limtation applies again for taxable or incone years
begi nning on or after January 1, 2000.

| npact on California Revenue

Revenue | osses due to this provision for fiscal years 2000-01, 2001-02, and
2002-3 are projected to be $0.5 mllion, $1 mllion, and $0.5 mllion,
respectively.

The revenue inpact was estimated using mcro-level taxpayer data fromthe
California Franchi se Tax Board's bank and corporati on sanple. The annua
nunmber of barrels by taxpayers was estinmated on the basis of the taxpayer’s
California sales assuming a price of $8 per barrel. It was assuned that the
nunmber of barrels by a taxpayer on margi nal wells does not exceed 35, 000
annual ly. It was al so assuned that 90% of the revenue directly relates to the
sale of oil and gas. Finally, it was assuned that 70% of the California oi
production is heavy oil. This percentage was obtained fromthe California
Departnment of Conservation. The estimate accounts for both corporations and
part nershi ps.

Section Section Title
505 Extend the Work Opportunity Tax Credit

Backgr ound

The work opportunity tax credit (WOTC), which expired on June 30, 1999, was
avai l able on an el ective basis for enployers hiring individuals fromone or
nmore of eight targeted groups. The credit equals 40% (25% for enpl oynent of
400 hours or less) of qualified wages. Cenerally, qualified wages are wages
attributable to service rendered by a nenber of a targeted group during the
one-year period beginning with the day the individual began work for the
enpl oyer. The maxi mum credit per enployee is $2,400 (40% of the first $6,000
of qualified first-year wages). Wth respect to qualified sumrer youth

enpl oyees, the maximumcredit is $1,200 (40% of the first $3,000 of qualified
first-year wages).

The enpl oyer's deduction for wages is reduced by the amount of the credit.
The eight targeted groups are: (1) famlies eligible to receive benefits
under the Tenporary Assistance for Needy Famlies (TANF) Program (2) high-

risk youth; (3) qualified ex-felons; (4) vocational rehabilitation referrals;
(5) qualified sumrer youth enpl oyees; (6) qualified veterans; (7) famlies
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recei ving food stanps; and (8) persons receiving certain Suppl enental
Security Income (SSI) benefits.

No credit is allowed for wages paid to enpl oyees who work | ess than 120 hours
in the first year of enploynent.

The credit is effective for wages paid or incurred to a qualified individua
who began work for an enployer before July 1, 1999.

New Federal Law (I RC Section 51)

The Act extends the work opportunity tax credit for 30 nonths (through
December 31, 2001) and clarifies the definition of first year of enploynent
for purposes of the WOTC.

Ef fecti ve Date

The provision is effective for wages paid or incurred to qualified
i ndi vi dual s who begin work for the enployer on or after July 1, 1999, and
before January 1, 2002.

Current California Law

California does not conformto this federal credit. However, the | ocal agency
mlitary base recovery area (LAMBRA) and enterprise zone hiring credits mnust
be reduce by any allowable federal WOTC or Welfare-To-Wrk Tax Credit.

| npact on California Revenue

Not applicable.

Secti on Section Title
505 Extend the Wel fare-To-Wrk Tax Credit

Backgr ound

The Code provides to enployers a tax credit on the first $20,000 of eligible
wages paid to qualified long-termfam |y assistance (AFDC or its successor
program recipients during the first two years of enploynment. The credit is
35% of the first $10,000 of eligible wages in the first year of enploynent
and 50% of the first $10,000 of eligible wages in the second year of

enpl oyment. The maxi numcredit is $8,500 per qualified enpl oyee.

Qualified long-termfam |y assistance recipients are: (1) nmenbers of a famly
that has received fam |y assistance for at |east 18 consecutive nmonths endi ng
on the hiring date; (2) nenbers of a famly that has received fanmly
assistance for a total of at |east 18 nonths (whether or not consecutive)
after the date of enactnment of this credit if they are hired within two years

18



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

after the date that the 18-nmonth total is reached; and (3) nenbers of a
famly who are no longer eligible for fam |y assi stance because of either
federal or state tine limts, if they are hired within tw years after the
federal or state tine limts mde the famly ineligible for famly

assi stance.

El i gi bl e wages include cash wages paid to an enpl oyee plus amunts paid by
the enpl oyer for the follow ng: (1) educational assistance excludable under a
section 127 program (2) certain health plan coverage for the enpl oyee; and
(3) dependent care assistance excludabl e under section 129.

The welfare to work credit is effective for wages paid or incurred to a
qualified individual who begins work for an enployer on or after January 1,
1998, and before July 1, 1999.

New Federal Law (I RC Section 51A)

The Act extends the welfare-to-work tax credit for 30 nmonths (through
December 31, 2001.)

Ef fecti ve Date

The provision is effective for wages paid or incurred to a qualified
i ndi vi dual who begins work for an enployer on or after July 1, 1999, and
before January 1, 2002.

Current California Law

California does not conformto this federal credit. However, the |ocal agency
mlitary base recovery area (LAMBRA) and enterprise zone hiring credits must
be reduce by any allowable federal WOTC or Welfare-To-Wrk Tax Credit.

| npact on California Revenue

Not applicable.

Section Section Title
506 Ext end Excl usion for Enpl oyer-Provided Educational Assistance

Backgr ound

Educati onal expenses paid by an enployer for the enployer's enpl oyees are
general |y deductible to the enpl oyer.

Enpl oyer - pai d educati onal expenses are excludable fromthe gross inconme and
wages of an enployee if provided under a section 127 educational assistance
plan or if the expenses qualify as a working condition fringe benefit under
section 132. Section 127 provides an exclusion of $5,250 annually for
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enpl oyer-provi ded educati onal assistance. The exclusion expired with respect
to graduate courses June 30, 1996. Wth respect to undergraduate courses, the
excl usi on for enpl oyer-provided educati onal assistance expires with respect
to courses beginning on or after June 1, 2000.

In order for the exclusion to apply, certain requirenments nust be satisfied.
The educational assistance nust be provided pursuant to a separate witten
pl an of the enployer. The educati onal assistance program nust not
discrimnate in favor of highly conpensated enpl oyees. In addition, not nore
than 5% of the anpunts paid or incurred by the enployer during the year for
educati onal assistance under a qualified educational assistance plan can be
provided for the class of individuals consisting of nore than 5% owners of
the enpl oyer (and their spouses and dependents).

Educati onal expenses that do not qualify for the section 127 exclusion may be
excludable fromincome as a working condition fringe benefit. In general,
education qualifies as a working condition fringe benefit if the enpl oyee
coul d have deducted the educati on expenses under section 162 if the enpl oyee
paid for the education. In general, education expenses are deductible by an
i ndi vi dual under section 162 if the education (1) maintains or inproves a
skill required in a trade or business currently engaged in by the taxpayer,
or (2) neets the express requirements of the taxpayer's enployer, applicable
| aw or regul ations inposed as a condition of continued enpl oynent. However,
educati on expenses are generally not deductible if they relate to certain

m ni nrum educati onal requirenents or to education or training that enables a
taxpayer to begin working in a new trade or business. In the case of an

enpl oyee, educati on expenses (if not reinbursed by the enployer) my be
clainmed as an item zed deduction only if such expenses, along wth other

m scel | aneous deducti ons, exceed 2% of the taxpayer's AGQ. The 2% fl oor
limtation is disregarded in determ ning whether an itemis excludable as a
wor ki ng condition fringe benefit.

New Federal Law (I RC Section 127)

The Act provides that the present-law exclusion for enpl oyer-provided
educati onal assistance is extended through Decenber 31, 2001.

Ef fecti ve Date

The provision is effective with respect to courses begi nning after May 31,
2000, and before January 1, 2002.

Current California Law (R&TC Section 17151)

California |l aw conforns to federal |law in respect to education assistance
pl ans. However, California's exclusion of up to $5,250 a year for education
assi stance i s permanent.

| npact on California Revenue

Not applicable. California s exclusion is permanent.
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Section Section Title
507 Extend and Modify Tax Credit for Electricity Produced by Wnd and
Cl osed- Loop Biomass Facilities

Backgr ound

An income tax credit is allowed for the production of electricity fromeither
qualified wind energy or qualified “closed-Ioop” biomass facilities (Section
45.) The credit applies to electricity produced by a qualified wi nd energy
facility placed in service after Decenber 31, 1993, and before July 1, 1999,
and to electricity produced by a qualified closed-1oop biomass facility

pl aced in service after Decenber 31, 1992, and before July 1, 1999. The
credit is allowable for production during the 10-year period after a facility
is originally placed in service.

Cl osed-1 oop biomass is the use of plant matter, where the plants are grown
for the sole purpose of being used to generate electricity. It does not

i ncl ude the use of waste materials (including, but not limted to, scrap
wood, manure, and rnunicipal or agricultural waste). The credit also is not
avai l abl e to taxpayers who use standing tinber to produce electricity. In
order to claimthe credit, a taxpayer nmust own the facility and sell the
electricity produced by the facility to an unrelated party.

New Federal Law (I RC Section 45)

The Act extends the present-law tax credit for electricity produced by w nd
and cl osed-1oop bionmass for facilities placed in service after June 30, 1999,
and before January 1, 2001. The Act also nodifies the tax credit to include
electricity produced frompoultry litter, for facilities placed in service
after December 31, 1999, and before January 1, 2001.

Current California Law

California does not have any conparable credit. Between January 1, 1990, and
January 1, 1993, California provided a credit for the comrercial production
of electricity fromsolar and wi nd energy.

| npact on California Revenue

Not applicable.

Section Section Title
508 Extend Duty-Free Treatnment Under Ceneralized System of Preferences

Backgr ound

Title V of the Trade Act of 1974, as anended, grants authority to the
President to provide duty-free treatnent on inports of eligible articles from
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desi gnat ed beneficiary devel oping countries (BDCs), subject to certain
conditions and limtations. To qualify for the generalized system of
preferences (GSP) privileges, each beneficiary country is subject to various
mandat ory and discretionary eligibility criteria. Inport sensitive products
are ineligible for GSP. Section 505(a) of the Trade Act of 1974, as anended,
provides that no duty-free treatnent under Title V shall remain in effect
after June 30, 1999.

New Feder al Law

The Act reauthorizes the GSP program for 27 nonths, to expire on Septenber

30, 2001. The provision provides for refunds, upon request of the inporter,
of any duty paid between June 30, 1999 and the effective date of this Act.

All entries between the effective date of this Act and Septenber 30, 2001,

woul d enter duty-free.

Current California Law

No conparabl e provisions are contained in the parts of the Revenue and
Taxation Code admi ni stered by the Franchise Tax Board (FTB).

| npact on California Revenue

Not applicable as states are preenpted frominposing a duty on foreign
i nports.

Section Section Title
509 Extend Authority to Issue Qualified Zone Acadeny Bonds

Backgr ound
Tax- Exenpt Bonds

Interest on state and | ocal governnental bonds generally is excluded from
gross inconme for federal income tax purposes if the proceeds of the bonds are
used to finance direct activities of these governnental units, including the
fi nanci ng of public schools (section 103).

Qual i fied Zone Acadeny Bonds

As an alternative to traditional tax-exenpt bonds, certain states and | oca
governnents are given the authority to issue “qualified zone acadeny bonds.”
A total of $400 million of qualified zone acadeny bonds is authorized to be
i ssued in each of cal endar years 1998 and 1999. The $400 million aggregate
bond cap is allocated each year to the States according to their respective
popul ati ons of individuals below the poverty line. Each state, in turn,
allocates the credit to qualified zone academ es within such state. A state
may carry over any unused allocation into subsequent years.
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Certain financial institutions that hold qualified zone acadeny bonds are
entitled to a nonrefundable tax credit in an anmount equal to a credit rate
mul tiplied by the face amount of the bond (section 1397E). A taxpayer hol ding
a qualified zone academnmy bond on the credit allowance date is entitled to a
credit. The credit is includable in gross inconme (as if it were a taxable

i nterest payment on the bond) and may be cl ai ned agai nst regul ar incone tax
and AMT liability.

The Treasury Departnent sets the credit rate at a rate estimated to all ow

i ssuance of qualified zone acadeny bonds w t hout discount and wi thout
interest cost to the issuer. The maximumterm of the bond is determ ned by
the Treasury Departnent, so that the present value of the obligation to repay
the bond is 50% of the face val ue of the bond.

“Qualified zone acadeny bonds” (QZAB) are defined as any bond issued by a
state or local governnment, provided that (1) at |east 95% of the proceeds are
used for the purpose of renovating, providing equipnent to, devel opi ng course
materials for use at, or training teachers and other school personnel in a
“qualified zone acadeny” and (2) private entities have pronmised to contribute
to the qualified zone acadeny certain equi pnent, technical assistance or
training, enployee services, or other property or services with a val ue equa
to at least 10% of the bond proceeds.

A school is a “qualified zone acadeny” if (1) the school is a public schoo
that provides education and training below the college |level, (2) the schoo
operates a special academ c programin cooperation with businesses to enhance
the academ c curriculum and increase graduation and enpl oynment rates, and (3)
either (a) the school is located in one of the 31 designated enpower nment
zones or one of the 95 enterprise communities designated under Code section
1391, or (b) it is reasonably expected that at |east 35% of the students at
the school will be eligible for free or reduced-cost |unches under the school
| unch program established under the National School Lunch Act

New Federal Law (I RC Section 1397E)

The Act authorizes up to $400 million of qualified zone acadeny bonds to be
i ssued in each of cal endar years 2000 and 2001. Unusued QZAB authority
arising in 1998 and 1999 may be carried forward by the state or |oca
governnent entity to which it is (or was) allocated for up to three years
after the year in which the authority originally arose. Unused QZAB authority
arising in 2000 and 2001 nmay be carried forward for two years after the year
in which it arises. Each issuer is deenmed to have used the ol dest QZAB
authority, which has been allocated to it first when new bonds are issued.

Ef fecti ve Date

This provision is effective on the date of enactnent.
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Current California Law (R&T Section 17133 and 24272 )

The Personal I ncome Tax Law (PITL) specifically does not conformto federa

| aw regarding private activity bonds. The California Constitution provides an
exenption frominconme taxation for all interest from bonds issued by this
state or a |l ocal government of this state. Federal |aw, other than the |IRC
prohibits state taxation of interest on federal bonds, if the interest on
state obligations is exenpt fromtax. Taxpayers subject to the corporate
franchi se tax nust report as incone all interest received. Interest received
fromfederal obligations and California obligations or obligations of its
political subdivision generally is excluded fromincome subject to the
corporation and personal income tax.

| npact on California Revenue

Not applicable.

Section Section Title
510 Extend the Tax Credit for First-Tine D.C. Honebuyers

Backgr ound

First-time honmebuyers of a principal residence in the District of Col unbia
are eligible for a nonrefundable tax credit of up to $5,000 of the amount of
t he purchase price. The $5,000 maxi mum credit applies both to individuals and
married couples. Married individuals filing separately can claima maxi num
credit of $2,500 each. The credit phases out for individual taxpayers with
adj ust ed gross incone between $70, 000 and $90, 000 ($110, 000 $130, 000 for
joint filers). For purposes of eligibility, “first-time homebuyer” neans any
i ndi vidual if such individual did not have a present ownership interest in a
principal residence in the District of Colunbia in the one year period ending
on the date of the purchase of the residence to which the credit applies.

The credit is scheduled to expire for residences purchased after Decenber 31
2000.

New Federal Law (I RC Section 1400(c))

The Act provides for a one-year extension of the tax credit for first-tine
D.C. honebuyers, so that it applies to residences purchased on or before
Decenber 31, 2001.

Ef fecti ve Date

The provision is effective for residences purchased after Decenber 31, 2000
and before January 1, 2002.
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Current California Law

California has no conparable credit.

| npact on California Revenue

Not applicable.

Section Section Title
511 Ext end Expensing of Environnental Renedi ation Expenditures

Backgr ound

Taxpayers can elect to treat certain environnmental renediation expenditures
that woul d otherw se be chargeable to capital account as deductible in the
year paid or incurred (section 198). The deduction applies for both regul ar
and alternative m nimumtax purposes. The expenditure must be incurred in
connection with the abatenent or control of hazardous substances at a

qual ified contam nated site. A “qualified contam nated site” generally is any
property that (1) is held for use in a trade or business, for the production
of inconme, or as inventory; (2) is certified by the appropriate state
environnmental agency to be located within a targeted area; and (3) contains
(or potentially contains) a hazardous substance (so-called “brownfields”).

Targeted areas are defined as: (1) enpowerment zones and enterprise
communi ti es as designated under present |law, (2) sites announced before
February, 1997, as being subject to one of the 76 Environnmental Protection
Agency (EPA) Brownfields Pilots; (3) any popul ation census tract with a
poverty rate of 20% or nore; and (4) certain industrial and comrercial areas
that are adjacent to tracts described in (3) above. However, sites that are
identified on the national priorities list under the Conprehensive

Envi ronnent al Response, Conpensation, and Liability Act of 1980 cannot
qualify as targeted areas. Eligible expenditures are those paid or incurred
before January 1, 2001.

New Federal Law (I RC Section 198)

The Act extends present-|aw expiration date for section 198 to include those
expendi tures paid or incurred before January 1, 2002.

Ef fecti ve Date

The provision to extend the expiration date is effective upon the date of
enact nent .
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Current California Law (R&TC Section 17279.4 & 24369. 4)

California is in conformty with federal law as it relates to environnental
remedi ati on expendi tures; however, as under prior federal |aw, the provision
applies only to expenditures paid or incurred before January 1, 2001. In
addition an election to deduct renedi ati on expenditures for federal purposes
is applicable for California purposes. No separate election is allowed.

| npact on California Revenue

The revenue inpact of this provision is:

Esti mat ed Revenue | npact of Section 511
Expenditures Paid or Incurred After January 1, 2001 and
Bef ore January 1, 2002
($In M11lions)

2000- 01 2001- 02 2002- 03

-$1 -$2 M nor Loss*
* Loss | ess than $500, 000

The revenue is based on previous estimtes related to the expensi ng of
remedi ati on expendi tures.

Section Section Title
512 Tenporary | ncrease in Amount of Rum Exci se Tax

Backgr ound

A $13.50 per proof gallon (a proof gallon is a liquid gallon consisting of
50% al cohol ) excise tax is inposed on distilled spirits produced in or
inmported (or brought) into the United States. The excise tax does not apply
to distilled spirits that are exported fromthe United States or to
distilled spirits that are consuned in U S. possessions (e.g., Puerto Rico
and the Virgin Islands).

The Internal Revenue Code provides for coverover (paynent) to Puerto Rico and
the Virgin Islands of $10.50 per proof gallon of the excise tax inmposed on
ruminported (or brought) into the United States (w thout regard to the
country of origin). During the five-year period ending on Septenber 30, 1998,
t he anount covered over was $11.30 per proof gallon. This tenporary increase
was enacted in 1993 as transitional relief acconpanying a reduction in
certain tax benefits for corporations operating in Puerto Rico and the Virgin
I sl ands.

Amounts covered over to Puerto Rico and the Virgin Islands are deposited into
the treasuries of the two possessions for use as those possessions determ ne.
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New Federal Law

The Act reinstates the rum excise tax coverover at a rate of $13.25 per proof
gallon during the period fromJuly 1, 1999, through Decenmber 31, 2001. The
Act includes a special rule for paynent of the $2.75 per proof gallon
increase in the coverover rate for Puerto Rico and the Virgin Islands. The
special rule applies to paynents that otherw se would be made in Fiscal Year
2000.

Ef fecti ve Date

This provision is effective on July 1, 1999.

Current California Law

California excise taxes are adnm ni stered by the BCE

| npact on California Revenue

Defer to the BCE.

Section Section Title
521 Prohi bit Disclosure of Advance Pricing Agreenents

Backgr ound

Under section 6103, returns and return information are confidenti al and
cannot be di scl osed unl ess authorized by the Internal Revenue Code. The Code
defines return information broadly. Return information includes:

= a taxpayer's identity, the nature, source or anmount of incone,
paynents, receipts, deductions, exenptions, credits, assets,
liabilities, net worth, tax liability, tax w thheld, deficiencies,
overassessnents, or tax paynents;

= whether the taxpayer's return was, is being, or will be exam ned or
subject to other investigation or processing;

= or any other data, received by, recorded by, prepared by, furnished
to, or collected by the Secretary with respect to a return or with
respect to the determ nation of the existence, or possible existence,
of liability (or the amount thereof) of any person under this title
for any tax, penalty, interest, fine, forfeiture, or other
i nposition, or offense.

Wth certain exceptions, section 6110 nakes the text of any witten
determ nation the IRS i ssues available for public inspection. Awitten
determ nation is any ruling, determnation letter, technical advice
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menor andum or Chi ef Counsel advice. Once the IRS makes the witten

determ nation publicly available, the background file docunents associ at ed
with such witten determ nation are available for public inspection upon
written request. The Code defines “background file docunments” as any witten
material submtted in support of the request. Background file docunents al so
i nclude any communi cati ons between the I RS and persons outside the IRS
concerning such witten determ nation that occur before the IRS issues the
det erm nati on

Bef ore maki ng them avail abl e for public inspection, section 6110 requires the
IRS to del ete specific categories of sensitive information fromthe witten
determ nati on and background file docunents. It also provides judicial and
adm ni strative procedures to resol ve di sputes over the scope of the
information the IRS will disclose. In addition, Congress has al so wholly
exenpted certain matters from section 6110's public disclosure requirenents.
Any part of a witten determ nation or background file that is not disclosed
under section 6110 constitutes “return information.” The term “return

i nformati on” neans any part of any witten determ nation or any background
file docunent relating to such witten determ nation (as such terns are
defined in section 6110(b)) which is not open to public inspection under
section 6110.

The Freedom of Information Act (FOA) |lists categories of information that a
federal agency nust make avail able for public inspection. The FO A
establishes a presunption that agency records are accessible to the public;
however, it al so provides nine exenptions from public disclosure. One
exenption is for matters specifically exenpted from di sclosure by a statute
other than the FOA if the exenpting statute neets certain requirenents.
Section 6103 qualifies as an exenpting statute under this FO A provision
Thus, returns and return infornmation that section 6103 deens confidential are
exenpt from di scl osure under the FO A

The Advanced Pricing Agreenent (APA) programis an alternative dispute

resol uti on program conducted by the IRS, which resolves internationa
transfer pricing issues prior to the filing of the corporate tax return.
Transfer pricing issues involve determ ning the correct ambunt of sal es and
purchases between related parties. The I RS derives sone of its authority to
conduct transfer pricing audits fromIRC section 482 (so called “section 482
audits”).

Section 6110 is the exclusive nmeans for the public to view IRS witten
determ nations. If Section 6110 covers the witten determ nation, the public
cannot use the FO A to obtain that determ nation

An APA is an advance agreenent establishing an approved transfer pricing

met hodol ogy entered into anong the taxpayer, the IRS, and a foreign tax
authority. The IRS and the foreign tax authority generally agree to accept
the results of such approved net hodol ogy. Alternatively, an APA al so may be
negoti ated between just the taxpayer and the IRS; such an APA establishes an
approved transfer pricing nmethodology for U S. tax purposes. The APA program
focuses on identifying the appropriate transfer pricing nmethodol ogy; it does

28



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

not determne a taxpayer's tax liability. Taxpayers voluntarily participate
in the program

To resolve the transfer pricing issues, the taxpayer submts detail ed and
confidential financial information, business plans and projections to the IRS
for consideration. Resolution involves an extensive analysis of the
taxpayer's functions and risks. Since its inception in 1991, the APA program
has resol ved nore than 180 APAs, and approxi mately 195 APA requests are

pendi ng.

Currently, pending in the U S District Court for the District of Colunbia
are three consolidated | awsuits asserting that APAs are subject to public

di scl osure under either section 6110 or the FOA Prior to this litigation
and since the inception of the APA program the IRS held the position that
APAs were confidential return information protected from discl osure by
section 6103. The I RS contended that information received or generated as
part of the APA process pertains to a taxpayer's liability and therefore was
return informati on as defined in section 6103(b)(2)(A). Thus, the information
was subject to section 6103's restrictions on the dissenm nation of returns
and return information. Rev. Proc. 91 22, 1991 1 C.B. 526,534 and Rev. Proc.
96- 53, Section 12 1996-2 C B. 375, 386. On January 11, 1999, the I RS conceded
that APAs are “rulings” and therefore are “witten determ nations” for

pur poses of section 6110.

Al t hough the court has not yet issued a ruling in the case, the I RS announced
its plan to publicly release both existing and future APAs. The IRS then
transmtted existing APAs to the respective taxpayers with proposed
deletions. It has received comments from sone of the affected taxpayers.
Where appropriate, foreign tax authorities have al so received copies of the
rel evant APAs for conmment on the proposed deletions. No APAs have yet been
rel eased to the public.

Some taxpayers assert that the IRS erred in adopting the position that APAs
are subject to section 6110 public disclosure. Several have sought to
participate as amici in the lawsuit to block the rel ease of APAs. They are
concerned that rel ease under section 6110 coul d expose themto expensive
litigation to defend the deletion of the confidential information fromtheir
APAs. They are al so concerned that the section 6110 procedures are
insufficient to protect the confidentiality of their trade secrets and ot her
financial and commercial information.

New Federal Law (I RC Section 6103)

The Act anends section 6103 to provide that APAs and rel ated background
information are confidential return information under section 6103. Rel ated
background information is nmeant to include: the request for an APA, any
material submtted in support of the request, and any conmunication (witten
or otherwi se) prepared or received by the Secretary in connection with an
APA, regardl ess of when such conmunication is prepared or received.
Protection is not limted to agreenents actually executed; it includes
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mat eri al recei ved and generated in the APA process that does not result in an
execut ed agreenent.

Further, APAs and rel ated background information are not “witten

determ nations” as that termis defined in section 6110. Therefore, the
public inspection requirenents of section 6110 do not apply to APAs and

rel ated background information. A docunent's incorporation in a background
file, however, is not intended to be grounds for not disclosing an otherw se
di scl osabl e docunent from a source other than a background file.

The provision requires that the Treasury Department prepare and publish an
annual report on the status of APAs. The annual report is to contain the
foll owi ng information:

I nformati on about the structure, conposition, and operation of the APA

program of fi ce;

A copy of each current nodel APA;

Statistics regarding the amount of time to conplete new and renewal APAs;

The nunmber of APA applications filed during such year;

The nunmber of APAs executed to date and for the year;

The nunber of APA renewal s issued to date and for the year;

The nunber of pendi ng APA requests;

The nunber of pendi ng APA renewal s;

The nunmber of APAs executed and pending (including renewals and renewal

requests) that are unilateral, bilateral and nultilateral, respectively;

The number of APAs revoked or cancel ed, and the number of withdrawals from

the APA program to date and for the year

The nunber of finalized new APAs and renewal s by industry;

CGeneral descriptions of:

= the nature of the relationships between the rel ated organi zations,
trades, or businesses covered by APAs;

= the related organizations, trades, or businesses whose prices or
results are tested to determ ne conpliance with the transfer pricing
met hodol ogy prescribed in the APA;

= the covered transactions and the functions perfornmed and ri sks assuned
by the related organi zati ons, trades or businesses involved;

= et hodol ogi es used to evaluate tested parties and transactions and the
circunstances |leading to the use of those nethodol ogi es;

= critical assunptions;

= sources of conparabl es;

= conparable selection criteria and the rationale used in determ ning
such criteria;

» the nature of adjustnents to conparabl es and/or tested parties;

= the nature of any range agreed to, including information such as
whet her no range was used and why, whether an inter-quartile range was
used, or whether there was a statistical narrowi ng of the conparables;

= adjustnment nechanisns provided to rectify results that fall outside of
t he agreed upon APA range;

30



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

= the various termlengths for APAs, including rollback years, and the
nurmber of APAs with each such term | ength;

= the nature of docunmentation required; and

= approaches for sharing of currency or other risks.

In addition, the Act requires the IRS to describe, in each annual report, its
efforts to ensure conpliance with existing APA agreenents. The first report
is to cover the period January 1, 1991, through the cal endar year including
the date of enactnent of this provision. The Treasury Departnent cannot

i ncl ude any information in the report which would have been del et ed under
section 6110(c) if the report were a witten determi nation as defined in
section 6110. Additionally, the report cannot include any informtion which
can be associated with or otherwise identify, directly or indirectly, a
particul ar taxpayer. The Secretary is expected to obtain input fromtaxpayers
to ensure proper protection of taxpayer information and, if necessary,
utilize its regulatory authority to inplement appropriate processes for
obtaining this input. For purposes of section 6103, the report requirenent is
treated as part of Title 26.

VWhile the provision statutorily requires an annual report, it is not intended
to di scourage the Treasury Departnent fromissuing other forns of guidance,
such as regul ations or revenue rulings, consistent with the confidentiality
provi si ons of the Code.

Ef fecti ve Date

The provision is effective on the date of enactment; accordingly, no APAs,
regardl ess of whether executed before or after enactnent, or related
background file docunents, can be released to the public after the date of
enactment. It requires the Treasury Departnment to publish the first annua
report no later than March 30, 2000.

Current California Law

The FTB does not enter into APAs with taxpayers and is not bound by a federal
agreement. However, for taxpayers who make waters-edge elections, there is a
statutory presunption that federal section 482 determ nations are correct and
that no further California adjustnents are necessary. FTB applies a simlar
presunption to pricing nethods approved in a federal APA. Cenerally, APAs are
not an issue for taxpayers not making a waters-edge el ection. Mst of these
t axpayers, where transfer pricing would be an issue, are unitary and file
conmbi ne reports (which nakes transfer pricing issues noot).

| npact on California Revenue

Not applicable.
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Section Section Title
522 Aut hority to Postpone Certain Tax-Rel ated Deadl i nes Due to Year
2000 Fail ures

Backgr ound

No specific provisions prior to the passage of the Wbrk | nprovenment Act woul d

have permtted the Secretary of the Treasury to postpone tax-rel ated

deadl i nes by reason of Year 2000 (al so known as Y2K) failures. The Secretary

is, however, permtted to postpone tax-rel ated deadlines for other reasons.

For exanple, the Secretary may specify that certain deadlines are postponed

for a period of up to 90 days in the case of a taxpayer determ ned to be

affected by a Presidentially declared disaster. The deadlines that my be

post poned are the sane as are postponed by reason of service in a conbat

zone. The provision does not apply for purposes of determ ning interest on

any overpaynent or underpayment. The suspension of tinme applies to the

foll owi ng acts:

(1) filing any return of incone, estate, or gift tax (except enploynent and
wi t hhol di ng t axes);

(2) payment of any incone, estate, or gift tax (except enploynent and
wi t hhol di ng t axes);

(3) filing a petition with the Tax Court for a redeterm nation of
deficiency, or for review of a decision rendered by the Tax Court;

(4) allowance of a credit or refund of any tax;

(5) filing a claimfor credit or refund of any tax;

(6) bringing suit upon any such claimfor credit or refund,

(7) assessnent of any tax;

(8) giving or making any notice or demand for paynment of any tax, or with
respect to any liability to the United States in respect of any tax;

(9) collection of the ambunt of any liability in respect of any tax;

(10) bringing suit by the United States in respect of any liability in
respect of any tax; and

(11) any other act required or permtted under the internal revenue |aws
specified in regul ations prescribed under section 7508 by the
Secretary.

New Feder al Law

The Act permits the Secretary to postpone, on a taxpayer-by-taxpayer basis,

certain tax-related deadlines for a period of up to 90 days in the case of a
taxpayer that the Secretary determ nes to have been affected by an actual Y2K
related failure. In order to be eligible for relief, taxpayers must have made
good faith, reasonable efforts to avoid any Y2K rel ated failures. The relief

will be simlar to that granted under the Presidentially declared disaster
and conbat zone provisions, except that enpl oynent and w t hhol ding taxes al so
are eligible for relief. The relief will permt the abatenent of both

penalties and interest.
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Ef fecti ve Date

The provision is effective on Decenber 17, 1999.
Current California Law

California | aw does not contain any provisions relating to Y2K fail ures.
California is in conformty with federal law as it relates to extensions of
time in Presidentially declared disaster areas. California | aw al so provides
the same relief in Governor decl ared disaster areas.

| npact on California Revenue

The inpact for conformng to this provision would result in a one-tine
negligi ble reduction in penalties.

Section Section Title
523 Add Certain Vaccines Agai nst Streptococcus Pneunoni ae to the List
of Taxabl e Vacci nes

Backgr ound

A manufacturer's excise tax is inposed at the rate of 75 cents per dose
(section 4131) on the foll ow ng vacci nes recomended for routine

adm ni stration to children: diphtheria, pertussis, tetanus, neasles, nunps,
rubella, polio, H B (haemophilus influenza type B), hepatitis B, varicella
(chi cken pox), and rotavirus gastroenteritis. The tax applied to any vaccine
that is a conbinati on of vaccine conmponents equals 75 cents tinmes the nunber
of components in the conbined vacci ne. Anpbunts equal to net revenues from
this excise tax are deposited in the Vaccine Injury Conpensation Trust Fund
(Vaccine Trust Fund) to finance conpensati on awards under the Federal Vaccine
I njury Conpensation Program for individuals who suffer certain injuries
followi ng adm nistration of the taxable vaccines. This program provi des a
substitute federal, “no fault” insurance systemfor the state-law tort and
private liability insurance systens otherw se applicable to vaccine

manuf acturers and physicians. Al persons inmuni zed after Septenber 30, 1988,
with covered vacci nes nust pursue conpensation under this federal program
before bringing civil tort actions under state | aw

New Federal Law (I RC Section 4131 and 4132)

The Act adds any conjugate vacci ne agai nst streptococcus pneunponi ae to the
list of taxable vaccines. In addition, the provision changes the effective
date enacted in Public Law 105-277 and certain other conform ng anmendnents to
expendi ture purposes to enable certain paynments to be made fromthe Trust
Fund.

The provision also directs the General Accounting Ofice (GAO) to report to
t he House Conmttee on Ways and Means and the Senate Conm ttee on Finance on
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the operation and managenent of expenditures fromthe Vacci ne Trust Fund and
to advise the Conmttees on the adequacy of the Vaccine Trust Fund to neet
future clains under the Federal Vaccine Injury Conmpensation Program The GAO
is directed to report its findings to the House Committee on Ways and Means
and the Senate Committee on Finance not |ater than January 31, 2000.

Ef fecti ve Date

The provision is effective for vacci ne sal es begi nning on Decenber 18, 1999.
No fl oor stocks tax is to be collected for anbunts held for sale on that
dat e.

Current California Law

No conparabl e provisions are contained in parts of the Revenue and Taxati on
Code admi ni stered by the FTB.

| npact on California Revenue

Defer to the BCE.

Section Section Title
524 Del ay Requirenent That Regi stered Mbtor Fuels Terminals Ofer Dyed
Fuel as a Condition of Registration

Backgr ound

Exci se taxes are i nposed on hi ghway notor fuels, including gasoline, diesel
fuel, and kerosene, to finance the H ghway Trust Fund programs. Subject to
limted exceptions, these taxes are inposed on all such fuels when they are
removed fromregi stered pipeline or barge termnal facilities, with any tax-
exenpti ons being acconplished by neans of refunds to consuners of the fuel.
One such exception allows renoval of diesel fuel w thout paynment of tax if
the fuel is destined for a nontaxable use (e.g., use as heating oil) and is
i ndel i bly dyed.

Termnal facilities are not permtted to receive and store non-tax-paid notor
fuels unless they are registered with the Internal Revenue Service. Under
present |law, a prerequisite to registration is that if the termnal offers
for sale diesel fuel, it must offer both dyed and undyed di esel fuel.
Simlarly, if the termnal offers for sale kerosene, it nmust offer both dyed
and undyed kerosene. This “dyed-fuel nmandate” was enacted in 1997, to be
effective on July 1, 1998. Subsequently, the effective date was del ayed unti
July 1, 2000.
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New Federal Law (I RC Section 4121)

The Act delays the effective date of the dyed-fuel mandate for an additiona
18 nonths, through Decenmber 31, 2001. No ot her changes are nade to the
present hi ghway notor fuels excise tax rules.

Current California Law

California fuel taxes are adm nistered by the BCE.

| npact on California Revenue

Defer to the BCE.

Section Section Title
525 Provi de That Federal Production Paynments to Farnmers are Taxable in
t he Year Received

Backgr ound

A taxpayer generally is required to include an itemin inconme no |ater than
the time of its actual or constructive receipt, unless such anmount properly
is accounted for in a different period under the taxpayer's nethod of
accounting. If a taxpayer has an unrestricted right to demand the paynent of
an anount, the taxpayer is in constructive receipt of that anmount regardl ess
of whether the taxpayer nmakes the demand and actually receives the paynent.

The Federal Agriculture Inmprovenent and Reform Act of 1996 (the FAIR Act)
provides for production flexibility contracts between certain eligible owers
and producers and the Secretary of Agriculture. These contracts generally
cover crop years from 1996 through 2002. Annual paynents are made under such
contracts at specific tinmes during the federal governnent's fiscal year
Section 112(d)(2) of the FAIR Act provides that one-half of each annua
paynment is to be nade on either Decenber 15 or January 15 of the fiscal year,
at the option of the recipient. The remining one-half of the annual paynent
nmust be made no later than Septenber 30 of the fiscal year. The Energency
Farm Fi nanci al Relief Act of 1998 added section 112(d)(3) to the FAIR Act,
whi ch provides that all paynents for fiscal year 1999 are to be paid at such
time or tinmes during fiscal year 1999 as the recipient may specify. Thus, the
one-hal f of the annual anmount that woul d otherw se be required to be paid no
| ater than Septenber 30, 1999, can be specified for paynent in cal endar year
1998.

These options potentially would have resulted in the constructive receipt
(and thus inclusion in incone) of the paynments to which they relate at the
time they could have been exercised, regardl ess of whether they were in fact
exerci sed. However, section 2012 of the Tax and Trade Relief Extension Act of
1998 provided that the tine a production flexibility contract paynent under
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the FAIR Act properly is includible in incone is to be determ ned w t hout
regard to either option, effective for production flexibility contract
paynents made under the FAIR Act in taxable years ending after Decenber 31,
1995.

New Federal Law

The Act provides that any unexercised option to accelerate the recei pt of any
paynment under a production flexibility contract payabl e under the FAIR Act,
as in effect on the date of enactnent of the provision, is disregarded in
determ ning the taxable year in which such paynment is properly included in
gross income. Options to accelerate paynments that are enacted in the future
are covered by this rule, providing the paynent to which they relate is
mandated by the FAIR Act as in effect on the date of enactnment of this Act.
The provision does not delay the inclusion of any anmount in gross incone
beyond the taxable period in which the amount is received.

Ef fecti ve Date

The provision is effective on Decenber 17, 1999.

Current California Law

California law foll ows federal law as it read on January 1, 1998, in regards
to the tax accounting concept of “constructive receipt.” Therefore, the tine
a production flexibility contract paynment received under the FAIR Act is
properly includible in incone would be determ ned by taking into account the
options granted under the FAIR Act.

| npact on California Revenue

As under federal |law, this accounting option timng issue would have a
negligible inpact on state income tax revenue in any given year.

Section Section Title
531 Modi ficati on of | ndividual Estimted Tax Safe Harbor

Backgr ound

Under prior federal |law, an individual taxpayer generally is subject to an
addition to tax for any underpaynment of estimated tax. An individua
general | y does not have an underpaynent of estimated tax if he or she makes
tinely estimated tax paynents at |east equal to: (1) 90% of the tax shown on
the current year's return or (2) 100% of the prior year's tax. For taxpayers
with a prior year's AJ above $150, 000, $75,000 for married taxpayers filing
separately, however, the rule (item 2 above) that allows paynent of 100% of
prior year's tax is nodified. Those married filing joint taxpayers with AG
above $150, 000 ($75,000 for married taxpayers filing separate) generally nust
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make esti mated paynents based on either (1) 90 % of the tax shown on the
current year's return or (2) 110% of the prior year's tax.

For taxpayers with a prior year's AG above $150,000, the prior year's tax
safe harbor is nodified for estimated tax paynents made for taxable years

t hrough 2002. For such taxpayers making estinmated tax paynents based on prior
year's tax, paynents must be nade based on 105% of prior year's tax for

t axabl e years beginning in 1999, 106% of prior year's tax for taxable years
begi nning in 2000 and 2001, and 112% of prior year's tax for taxable years
begi nning in 2002.

New Federal Law (I RC Section 6654)

The Act provides that taxpayers with prior year's AG@ above $150, 000 who make
estimted tax paynments based on prior year's tax nust do so based on 108. 6%
of prior year's tax for estimated tax paynents nade for taxable year 2000.
Taxpayers with prior year's AG above $150,000 who nmake estimated tax
paynments based on prior year's tax nust do so based on 110% of prior year's
tax for estimted tax paynments nade for taxable year 2001. The nodified safe
har bor percentage is not changed for estimated tax paynents made for any

t axabl e years other than 2000 and 2001.

Ef fecti ve Date

The provision is effective for estimated tax paynents made for taxable years
begi nning after Decenber 31, 1999, and before January 1, 2002.

Current California Law (R&TC Section 19136-19136. 6)

Current California law confornms, in general, with federal rules relating to
the paynent of estimated tax by individuals. However, there are severa
significant differences:

The "required paynent" is based upon 80% of the current year tax
i nstead of 90%

The "required paynent"” does not include alternative m ninmumtax.

Estimat ed paynents are required, unless the tax due for the year is
l ess than $100.

No penalty will be assessed if 80% of the current or prior year tax was
pai d by w t hhol di ng.
No penalty will be assessed if 80% of the adjusted gross incone

consi sts of wages subject to w thhol ding.

California requires taxpayers with AG greater than $150, 000 ($75, 000
if married filing a separate return) to pay 105% of the preceding
year’s tax liability for 2000 and 112% for 2001.
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| npact on California Revenue

Estimated tax paynents under the Personal Incone Tax Law fromthis proposa
are estinmated to create a cash flow loss of -$1.5 million in fiscal year
2000-2001, a gain of $3 mllion in 2001-2002, and a loss of -$1.5 mllion for
fiscal year 2002-2003.

Estimated cash flow differences for estimated tax paynents woul d depend on
the prior year tax liabilities of taxpayers with adjusted gross incones
exceedi ng $150,000 ($75,000 if married filing a separate return) relative to
current year projected liabilities.

The above estinmates were based on a previous study of high i ncome taxpayers
that woul d be subject to the current state requirenent of 105% of prior year
for safe harbor purposes. The 2000-2001 inpact reflects a decrease (112%to
110% in estimate paynents for 2001 that will be delayed and paid in 2001-
2002. The $3 million gain for the 2001-2002 fiscal year reflects the the
prior year’s delayed paynents and the increase from 110%to 112% The -$1.5
| oss for the 2002-2003 fiscal year reflects the accel eration of the paynents
collected in the previous fiscal year.

Section Section Title
532 Clarify the Tax Treatnent of |Incone and Losses on Derivatives

Backgr ound

Capital gain treatnent applies to gain on the sale or exchange of a capita
asset. Capital assets include property other than (1) stock in trade or other
types of assets includible in inventory, (2) property used in a trade or

busi ness that is real property or property subject to depreciation, (3)
accounts or notes receivable acquired in the ordinary course of a trade or
busi ness, (4) certain copyrights (or simlar property), and (5) U S
governnent publications. Gain or |oss on such assets generally is treated as
ordi nary, rather than capital, gain or loss. Certain other Code sections al so
treat gains or |losses as ordinary. For exanple, the gains or |osses of
securities dealers or certain electing comopdities dealers or electing
traders in securities or commpdities that are subject to “mark-to-nmarket”
accounting are treated as ordinary (section 475).

Treasury regul ations (which were finalized in 1994) require ordinary
character treatment for nost business hedges and provide timng rules
requiring that gains or | osses on hedging transactions be taken into account
in a manner that matches the inconme or loss fromthe hedged itemor itens.
The regul ations apply to hedges that neet a standard of “risk reduction” with
respect to ordinary property held (or to be held) or certain liabilities
incurred (or to be incurred) by the taxpayer and that neet certain
identification and other requirenents (Treas. Reg. section 1.1221-2)
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New Federal Law (I RC Section 1221)

The Act adds three categories to the list of assets the gain or |oss on which
is treated as ordinary (section 1221). The new categories are: (1)

commodi ties derivative financial instruments held by commdities derivatives
deal ers; (2) hedging transactions; and (3) supplies of a type regularly
consumed by the taxpayer in the ordinary course of a taxpayer's trade or

busi ness. In defining a hedging transaction, the provision generally codifies
t he approach taken by the Treasury regul ations, but nodifies the rules. The
“risk reduction” standard of the regulations is broadened to “risk
managenment” with respect to ordinary property held (or to be held) or certain
liabilities incurred (or to be incurred). Additionally, the Act provides that
the definition of a hedging transaction includes a transaction entered into
primarily to manage such other risks as the Secretary may prescribe in
regul ati ons.

Ef fecti ve Date

The provision is effective for any instrunment held, acquired, or entered
into, any transaction entered into, and supplies held or acquired on or after
Decenber 17, 1999.

Current California Law (R&TC Section 18151 & 24990)

California is in conformty with federal law as it relates to taxation of
i ncome and | osses on derivatives prior to the passage of the Act. However,
California s capital gain tax rate is the same as ordinary incone.

| npact on California Revenue

Based on the low | evel of federal estimates for this provision in the Act,
conformng to this provision would result in negligible revenue gains of |ess
t han $250, 000 annual |y begi nning in 2000-01.

Section Section Title
533 Expand Reporting of Cancellation of |ndebtedness |Incone

Backgr ound

Under section 61(a)(12), a taxpayer's gross incone includes inconme fromthe
di scharge of indebtedness. Section 6050P requires “applicable entities” to
file information returns with the Internal Revenue Service (IRS) regarding
any di scharge of indebtedness of $600 or nore. The information return nust
set forth the nane, address, and taxpayer identification nunber of the person
whose debt was di scharged, the amount of debt discharged, the date on which
t he debt was discharged, and any other information that the IRS requires to
be provided. The information return nmust be filed in the manner and at the
time specified by the IRS. The sanme information also nust be provided to the
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person whose debt is discharged by January 31 of the year follow ng the
di schar ge.

“Applicable entities” include: (1) the Federal Deposit Insurance Corporation
(FDIC), the Resolution Trust Corporation (RTC), the National Credit Union
Adm ni stration, and successor or subunit of any of them (2) any financial
institution (as described in section 581 (relating to banks) or section
591(a) (relating to savings institutions)); (3) any credit union; (4) any
corporation that is a direct or indirect subsidiary of an entity described in
(2) or (3) which, by virtue of being affiliated with such entity, is subject
to supervision and exam nation by a federal or state agency regul ating such
entities; and (5) an executive, judicial, or |egislative agency (as defined
in 31 US. C section 3701(a)(4)).

Failures to file correct information returns with the IRS or to furnish
statenents to taxpayers with respect to these discharges of indebtedness are
subject to the sanme general penalty that is inposed with respect to failures
to provide other types of information returns. Accordingly, the penalty for
failure to furnish statements to taxpayers is generally $50 per failure,
subject to a maxi mnum of $100, 000 for any cal endar year. These penalties are
not applicable if the failure is due to reasonable cause and not to willfu
negl ect .

New Federal Law (I RC Section 6050P)

The Act requires information reporting on indebtedness di scharged by any
organi zation for which a significant trade or business is the | endi ng of
money (such as finance conpanies and credit card conpani es regardl ess of
whet her affiliated with financial institutions).

Ef fecti ve Date

The provision is effective with respect to discharges of indebtedness after
Decenber 31, 1999.

Current California Law (R&TC Section 18645)

California is in conformty with federal law as it relates to the reporting
requi rements for cancellation of indebtedness inconme prior to the passage of
t he Act.

| npact on California Revenue

Based on the low | evel of federal estimates for this provision in the Act,
conformng to this provision would result in negligible revenue gains of |ess
t han $250, 000 annual |y begi nning in 2000-01. The provision would be
effective with cancell ations of indebtedness occurring after Decenber 31,
1999.
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Section Section Title
534 Limt Conversion of Character of Inconme from Constructive
Omnershi p Transacti ons

Backgr ound

The maxi mum i ndi vidual inconme tax rate on ordinary incone and short-term
capital gain is 39.6% while the maxi mum i ndividual inconme tax rate on | ong-
termcapital gain generally is 20% Long-term capital gain means gain from
the sale or exchange of a capital asset held nore than one year. For this
purpose, gain fromthe termnation of a right with respect to property which
woul d be a capital asset in the hands of the taxpayer is treated as capital
gai n.

A pass-through entity (such as a partnership) generally is not subject to
federal incone tax. Rather, each owner includes its share of a pass-through
entity's incone, gain, |oss, deduction or credit in its taxable incone.
Ceneral ly, the character of the itemis determned at the entity |level and
flows through to the owners. Thus, for exanple, the treatnment of an item of
i nconmre by a partnership as ordinary inconme, short-termcapital gain, or |ong-
termcapital gain retains its character when reported by each of the
partners. Investors may enter into forward contracts, notional principa
contracts, and other simlar arrangenents with respect to property that
provides the investor with the sanme or simlar econonmi c benefits as owning
the property directly but with potentially different tax consequences (to the
character and timng of any gain).

New Federal Law (I RC Section 1260)

The Act limts the amount of |long-termcapital gain a taxpayer could
recogni ze fromcertain derivative contracts (“constructive ownership
transactions”) with respect to certain financial assets. The anpunt of | ong-
termcapital gainis |limted to the amount of such gain the taxpayer woul d
have recognized if the taxpayer held the financial asset directly during the
termof the derivative contract. Any gain in excess of this anount is treated
as ordinary incone. An interest charge is inposed on the anmount of gain that
is treated as ordinary incone. The provision does not alter the tax treatnent
of the long-termcapital gain that is not treated as ordinary incone.

A taxpayer is treated as having entered into a constructive ownership
transaction if the taxpayer (1) holds a |l ong position under a notiona
principal contract with respect to the financial asset, (2) enters into a
forward contract to acquire the financial asset, (3) is the holder of a cal
option, and the grantor of a put option, with respect to a financial asset,
and the options have substantially equal strike prices and substantially
cont empor aneous maturity dates, or (4) to the extent provided in regul ations,
enters into one or nore transactions, or acquires one or nore other
positions, that have substantially the sane effect as any of the transactions
descri bed. Treasury regul ations, when issued, are expected to provide
specific standards for determ ni ng when other types of financial
transactions, |ike those specified in the provision, have substantially the
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sane effect of replicating the econom c benefits of direct ownership of a
financi al asset without a significant change in the risk-reward profile with
respect to the underlying transaction. It is not expected that |everage in a
constructive ownership transaction woul d change the risk-reward profile with
respect to the underlying transaction.

A “financial asset” is defined as (1) any equity interest in a pass-through
entity, and (2) to the extent provided in regulations, any debt instrunent
and any stock in a corporation that is not a pass-through entity. A “pass-
through entity” refers to:

(1) a regulated investnent conpany (RIC),

(2) a real estate investnment trust (REIT),

(3) a real estate nortgage investnent conduit (REM Q),

(4) an S corporation,

(5) a partnership,

(6) a trust,

(7) a common trust fund,

(8) a passive foreign investnment conpany (PFC) which includes an
i nvest ment conpany that is also a controlled foreign corporation,

(9) a foreign personal hol ding conpany, and

(10) a foreign investnent conpany.

The anmount of recharacterized gain is calculated as the excess of the anount
of long-termcapital gain the taxpayer woul d have had absent this provision
over the “net underlying long-termcapital gain” attributable to the

fi nanci al asset. The net underlying long-termcapital gain is the amount of
net capital gain the taxpayer would have realized if it had acquired the
financial asset for its fair market value on the date the constructive

owner ship transacti on was opened and sold the financial asset on the date the
transaction was closed (only taking into account gains and |osses that would
have resulted froma deemed ownership of the financial asset). A taxpayer
must establish the anbunt of the net underlying long-termcapital gain with
cl ear and convincing evidence; otherw se, the anount is deened to be zero. To
the extent that the econom c positions of the taxpayer and the counter party
do not equally offset each other, the amount of the net underlying |long-term
capital gain may be difficult to establish. The long-termcapital gains rate
on the net underlying long-termcapital gain is determ ned by reference to
the individual capital gains rates in section 1(h).

Exanple 1: On January 1, 2000, Taxpayer enters into a three-year notional
principal contract (a constructive ownership transaction) with a securities
deal er whereby, on the settlenent date, the deal er agrees to pay Taxpayer the
anount of any increase in the notional value of an interest in an investnent
partnership (the financial asset). After three years, the value of the
notional principal contract increased by $200, 000, of which $150,000 is
attributable to ordinary income and net short-termcapital gain ($50,000 is
attributable to net long-termcapital gains). The amount of the net
underlying long-termcapital gains is $50,000, and the anmount of gain that is
recharacterized as ordinary incone is $150,000 (the excess of $200, 000 of

| ong-term gai n over the $50,000 of net underlying |ong-termcapital gain).
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An interest charge is inposed on the underpaynment of tax for each year that
the constructive ownership transacti on was open. The interest charge is the
anmount of interest that would be i nposed under section 6601 had the
recharacterized gain been included in the taxpayer's gross income during the
term of the constructive ownership transaction. The recharacterized gain is
treated as havi ng accrued such that the gain in each successive year is equal
to the gain in the prior year increased by a constant growh rate during the
term of the constructive ownership transaction.

Exanpl e 2: Sane facts as in exanple 1, and assune the applicable federal rate
on Decenber 31, 2002, is 6% For purposes of calculating the interest charge,
Taxpayer nust allocate the $150, 000 of recharacterized ordinary income to the
three year-term of the constructive ownership transaction as foll ows:
$47,116.47 is allocated to year 2000, $49,943.46 is allocated to year 2001,
and $52,940.07 is allocated to year 2002.

A taxpayer is treated as holding a |long position under a notional principa
contract with respect to a financial asset if the person (1) has the right to
be paid (or receive credit for) all or substantially all of the investnent
yield (including appreciation) on the financial asset for a specified period,
and (2) is obligated to reinburse (or provide credit) for all or
substantially all of any decline in the value of the financial asset. A
forward contract is a contract to acquire in the future (or provide or
receive credit for the future value of) any financial asset.

If the constructive ownership transaction is closed by reason of taking
delivery of the underlying financial asset, the taxpayer is treated as having
sold the contract, option, or other position that is part of the transaction
for its fair market value on the closing date. However, the anmount of gain
that is recognized as a result of having taken delivery is limted to the
anount of gain that is treated as ordinary inconme by reason of this provision
(with appropriate basis adjustnents for such gain).

The provision does not apply to any constructive ownership transaction if all
of the positions that are part of the transaction are marked to narket under
the Code or regulations. The Treasury Departnment is authorized to prescribe
regul ati ons as necessary to carry out the purposes of the provision,
including to (1) permit taxpayers to mark to market constructive ownership
transactions in lieu of the provision, and (2) exclude certain forward
contracts that do not convey substantially all of the economic return with
respect to a financial asset.

No inference is intended as to the proper treatnment of a constructive
ownership transaction entered into prior to the effective date of this
provi si on.

Ef fecti ve Date

The provision applies to transactions entered into on or after July 12, 1999.
For this purpose, it is expected that a contract, option or any other
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arrangenent that is entered into or exercised on or after July 12, 1999,

whi ch extends or otherwise nodifies the terns of a transaction entered into
prior to such date will be treated as a transaction entered into on or after
July 12, 1999, unless a party to the transaction other than the taxpayer has,
as of July 12, 1999, the exclusive right to extend the ternms of the
transaction, and the |l ength of such extension does not exceed the first

busi ness day following a period of five years fromthe original termnation
date under the transaction.

Current California Law

California does not have different tax rates for capital gain and ordinary
inconme. California is generally in conformty with federal law as it rel ates
to the conputation of capital gain verses ordinary incone.

| npact on California Revenue

The net revenue inpact fromconformng to this proposal would probably not
exceed $1 million in gains annually.

Federal estimates reflect all provisions dealing with ordinary incone
recharacterization and are not particularly significant. Potential revenue
gains for California would be even | ess significant given the fact that no
differential tax rate exists between ordinary incone and capital gain incone.
The estimated $1 mllion revenue gain would primarily reflect limtations on
capital | oss deductions.

Section Section Title
535 Treat nent of Excess Pension Assets Used for Retiree Health
Benefits

Backgr ound

Defined benefit pension plan assets generally nmay not revert to an enpl oyer
prior to the term nation of the plan and the satisfaction of all plan
liabilities. A reversion prior to plan term nation nmay constitute a

prohi bited transaction and may result in disqualification of the plan.
Certain limtations and procedural requirenments apply to a reversi on upon
plan term nation. Any assets that revert to the enployer upon plan
termnation are includible in the gross incone of the enployer and subject to
an excise tax. The excise tax rate, which may be as high as 50% of the
reversion, varies dependi ng upon whether the enpl oyer maintains a repl acenent
pl an or nmakes certain benefit increases. Upon plan term nation, the accrued
benefits of all plan participants are required to be 100% vest ed.

A pension plan may provide nedical benefits to retired enpl oyees through a

section 401(h) account that is a part of such plan. A qualified transfer of
excess assets of a defined benefit pension plan (other than a nulti-enpl oyer
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pl an) into a section 401(h) account that is a part of such plan does not
result in plan disqualification and is not treated as a reversion to the
enpl oyer or a prohibited transaction. Therefore, the transferred assets are
not includible in the gross inconme of the enployer and are not subject to the
exci se tax on reversions.

Qualified transfers are subject to anmount and frequency limtations, use
requi rements, deduction limtations, vesting requirenents, and m nimum
benefit requirenents. Excess assets transferred in a qualified transfer may
not exceed the anmpunt reasonably estimated to be the amount that the enpl oyer
wi ||l pay out of such account during the taxable year of the transfer for
qualified current retiree health liabilities. No nmore than one qualified
transfer with respect to any plan may occur in any taxable year.

The transferred assets (and any incone thereon) nmust be used to pay qualified
current retiree health liabilities (either directly or through rei nbursenent)
for the taxable year of the transfer. Transferred anmounts generally nust
benefit all pension plan participants, other than key enpl oyees, who are
entitled upon retirenment to receive retiree nmedi cal benefits through the
section 401(h) account. Retiree health benefits of key enpl oyees may not be
paid (directly or indirectly) out of transferred assets. Amounts not used to
pay qualified current retiree health liabilities for the taxable year of the
transfer are to be returned at the end of the taxable year to the general
assets of the plan. These ampunts are not includible in the gross inconme of
the enpl oyer, but are treated as an enpl oyer reversion and are subject to a
20% exci se tax.

No deduction is allowed for (1) a qualified transfer of excess pension assets
into a section 401(h) account, (2) the paynent of qualified current retiree
health liabilities out of transferred assets (and any i nconme thereon) or (3)
a return of anmpunts not used to pay qualified current retiree health
liabilities to the general assets of the pension plan.

In order for the transfer to be qualified, accrued retirenment benefits under
t he pension plan generally nust be 100% vested as if the plan term nated
i mredi ately before the transfer.

The mi ni mum benefit requirenment requires each group health plan under which
applicable health benefits are provided to provide substantially the sane

| evel of applicable health benefits for the taxable year of the transfer and
the follow ng four taxable years. The | evel of benefits that nust be

mai ntai ned i s based on benefits provided in the year inmediately preceding
the taxabl e year of the transfer. Applicable health benefits are health
benefits or coverage that are provided to (1) retirees who, inmediately
before the transfer, are entitled to receive such benefits upon retirenent
and who are entitled to pension benefits under the plan and (2) the spouses
and dependents of such retirees.

Title | of the Enployee Retirenment Inconme Security Act of 1974, as anended

(ERI SA), provides that plan participants, the Secretaries of Treasury and the
Departnment of Labor, the plan adm nistrator, and each enpl oyee organi zation

45



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

representing plan participants nust be notified 60 days before a qualified
transfer of excess assets to a retiree health benefits account occurs (ERI SA
section 103(e)). ERISA also provides that a qualified transfer is not a
prohi bited transacti on under ERI SA (ERI SA section 408(b)(13)) or a prohibited
reversion of assets to the enployer (ERI SA section 403(c)(1)). For purposes
of these provisions, a qualified transfer is generally defined as a transfer
pursuant to section 420 of the Internal Revenue Code, as in effect on January
1, 1995.

The provision permtting a qualified transfer of excess pension assets to pay
qualified current retiree health liabilities expires for taxable years
begi nning after Decenber 31, 2000.

New Federal Law (I RC Section 420)

The Act extends the present-law provision permtting qualified transfers of
excess defined benefit pension plan assets to provide retiree health benefits
under a section 401(h) account through Decenber 31, 2005.

In addition, the present-law m ni mum benefit requirenment is replaced by

the minimum cost requirenent that applied to qualified transfers before
December 9, 1994, to section 401(h) accounts. Therefore, each group health
pl an or arrangenent under which applicable health benefits are provided is
required to provide a mnimumdollar |evel of retiree health expenditures for
the taxabl e year of the transfer and the follow ng four taxable years. The
m ni rum dol lar | evel is the higher of the applicable enployer costs for each
of the two taxable years imrediately preceding the taxable year of the
transfer. The applicable enployer cost for a taxable year is determ ned by
dividing the enployer's qualified current retiree health liabilities by the
number of individuals to whom coverage for applicable health benefits was
provi ded during the taxable year.

The Secretary of the Treasury is directed to prescribe such regul ations as
may be necessary to prevent an enpl oyer who significantly reduces retiree
heal th coverage during the cost nmintenance period frombeing treated as
satisfying the mninumcost requirenment. In addition, the provision contains
a transition rule regarding the m nimum cost requirenent. Under this rule, an
enpl oyer nust satisfy the m ninum benefit requirement with respect to a
qualified transfer that occurs after Decenber 17, 1999, during the portion of
the cost mmintenance period of such transfer that overlaps the benefit

mai nt enance period of a qualified transfer that occurs on or before Decemnber
17, 1999. For exanpl e, suppose an enployer (with a cal endar year taxable
year) made a qualified transfer in 1998. The m ni num benefit requirenment nust
be satisfied for cal endar years 1998, 1999, 2000, 2001, and 2002. Suppose the
enpl oyer al so makes a qualified transfer in 2000. Then, the enployer is
required to satisfy the mnimum benefit requirenent in 2000, 2001, and 2002,
and is required to satisfy the m ninum cost requirenent in 2003 and 2004.
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Ef fecti ve Date

The provision is effective with respect to qualified transfers of excess
defi ned benefit pension plan assets to section 401(h) accounts after Decenber
31, 2000, and before January 1, 2006. The nodification of the m ninum benefit
requirement is effective with respect to transfers after Decenber 17, 1999.

Current California Law

California is in conformty with federal law on qualified transfers of excess
defined benefit pension plans as it read on January 1, 1998. However,
California does not inpose the excise tax on assets that revert to the

enpl oyer upon term nation of the plan.

| npact on California Revenue

Conforming to this federal provision would result in mnor baseline revenue
gai ns of |ess than $500,000 in 2000-01, and baseline gains of $1 mllion each
in 2001-02 and 2002-03. The provision would be effective with qualified
transfers made in taxable years begi nning after Decenmber 31, 2000, through
December 31, 2005. Revenue gains are the result of payment of health
liabilities out of transferred assets rather than enpl oyers directly

i ncurring an expense that otherw se would be deductible. Estimtes were
based on a proration of federal projections devel oped for the Wrk

| nprovenent Act of 1999.

Section Section Title
536 Modi fy Install ment Method and Prohibit Use by Accrual Method
Taxpayers

Backgr ound

An accrual method taxpayer is generally required to recognize i ncone when al
the events have occurred that fix the right to the receipt of the incone and
the amount of the income can be determ ned with reasonabl e accuracy. The

i nstall ment method of accounting provides an exception to this general
principle of income recognition by allow ng a taxpayer to defer the
recognition of income fromthe disposition of certain property until paynment
is received. Sales to custoners in the ordinary course of business are not
eligible for the install ment nmethod, except for sales of property that is
used or produced in the trade or business of farm ng and sal es of timneshares
and residential lots if an election to pay interest under section
453(1)(2)(B) is nade.

A pledge rule provides that if an installnent obligation is pledged as

security for any indebtedness, the net proceeds of such indebtedness are
treated as a paynent on the obligation, triggering the recognition of incone.

47



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

Actual paynents received on the install nent obligation subsequent to the
recei pt of the |oan proceeds are not taken into account until such subsequent
paynments exceed the | oan proceeds that were treated as paynents. The pl edge
rul e does not apply to sales of property used or produced in the trade or
busi ness of farming, to sales of tineshares and residential |ots where the
taxpayer elects to pay interest under section 453(1)(2)(B), or to

di spositions where the sales price does not exceed $150, 000.

An additional rule requires the paynment of interest on the deferred tax that
is attributable to nost |arge installnent sales.

New Federal Law (I RC Section 453 & 453A)

The Act generally prohibits the use of the installnment nethod of accounting
for dispositions of property that would otherw se be reported for federa

i ncome tax purposes using an accrual nethod of accounting and nodifies the
install ment sale pledge rule to provide that entering into any arrangenent
that gives the taxpayer the right to satisfy an obligation with an
installment note will be treated in the sane manner as the direct pledge of
the install ment note.

The provision does not change present |aw regarding the availability of the
install ment method for dispositions of property used or produced in the trade
or business of farming. The provision al so does not change present |aw
regarding the availability of the installment method for dispositions of

ti meshares or residential lots if the taxpayer elects to pay interest under
section 453(1). The provision does not change the ability of a cash nethod
taxpayer to use the installnment nmethod. For exanple, a cash nethod individual
owns all of the stock of a closely held accrual nethod corporation. This

i ndi vidual sells his stock for cash, a ten year note, and a percentage of the
gross revenues of the conpany for next ten years. The provision does not
change the ability of this individual to use the installment nmethod in
reporting the gain on the sale of the stock.

The provision nodifies the pledge rule to provide that entering into any
arrangenent that gives the taxpayer the right to satisfy an obligation with
an installment note will be treated in the sane manner as the direct pledge
of the installnment note. For exanple, a taxpayer disposes of property for an
install ment note. The disposition is properly reported using the install nment
met hod. The taxpayer only recognizes gain as it receives the deferred
paynment. However, were the taxpayer to pledge the installnment note as
security for a loan, it would be required to treat the proceeds of such | oan
as a paynent on the installnment note and recogni ze the appropriate anmount of
gain. Under the provision, the taxpayer would also be required to treat the
proceeds of a |oan as paynent on the installnent note to the extent the
taxpayer had the right to “put” or repay the loan by transferring the
installment note to the taxpayer's creditor. O her arrangenents that have a
simlar effect would be treated in the same manner.

The nodification of the pledge rule applies only to installnment sal es where
the pledge rule of present |aw applies. Accordingly, the provision does not
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apply to (1) installment nmethod sales nade by a dealer in tineshares and
residential |ots where the taxpayer elects to pay interest under section
453(1)(2)(B), (2) sales of property used or produced in the trade or business
of farm ng, or (3) dispositions where the sales price does not exceed

$150, 000, since such sales are not subject to the pledge rule under present

I aw.

Ef fecti ve Date

The provision is effective for sales or other dispositions entered into on or
after Decenber 17, 1999.

Current California Law

California is in conformty with federal law prior to the passage of the Act
as it relates to installment sales.

| npact on California Revenue

The revenue inmpact fromthis provision are estimated as foll ows for
di spositions entered into on or after January 1, 2000:

Esti mat ed Revenue | npact |
Enact nent After June 30, 2000

Fi scal Years
(In MI1Iions)
2000-1 2001-2 2002-3
$30 $12 $8

The | arger inpact of the first fiscal year is due to eighteen nonths of
activity rather than twelve. The subsequent years drop-off because of the
earlier recognition of income under the proposal.

The revenue inpact of this proposal would depend upon the nunber of
i ndi vi dual s who woul d enter into an arrangenent which would satisfy an
obligation with an installnment note, and the anount of gain recognized.

Revenue estinates above were based on federal projections for this provision
in HR 1180, nmodified to reflect a January 1, 2000, effective date.
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Section Section Title
537 Deni al of Charitable Contribution Deduction for Transfers
Associated with Split-Dollar |Insurance Arrangenents

Backgr ound

Under present law, in conputing taxable incone, a taxpayer who item zes
deductions generally is allowed to deduct charitable contributions paid
during the taxabl e year. The anmpunt of the deduction allowable for a taxable
year with respect to any charitable contribution depends on the type of
property contributed, the type of organization to which the property is
contri buted, and the incone of the taxpayer (sections 170(b) and 170(e)). A
charitable contribution is defined to nean a contribution or gift to or for
the use of a charitable organization or certain other entities (section
170(c)). The term “contribution or gift” is not defined by statute, but
generally is interpreted to nean a voluntary transfer of noney or other
property w thout receipt of adequate consideration and with donative intent.
If a taxpayer receives or expects to receive a quid pro quo in exchange for a
transfer to charity, the taxpayer may be able to deduct the excess of the
anmount transferred over the fair market value of any benefit received in
return, provided the excess paynent is made with the intention of nmaking a
gift.

In general, no charitable contribution deduction is allowed for a transfer to
charity of |less than the taxpayer's entire interest (i.e., a partial
interest) in any property (section 170(f)(3)). In addition, no deduction is
allowed for any contribution of $250 or nore unless the taxpayer obtains a
cont empor aneous written acknow edgnment fromthe donee organization that

i ncl udes a description and good faith estimate of the value of any goods or
services provided by the donee organi zation to the taxpayer in consideration
whol e or part, for the taxpayer's contribution (section 170(f)(8)).

New Federal Law (I RC Section 501(c)(28))

Deducti on Deni al

The Act restates present law to provide that no charitable contribution
deduction is allowed for purposes of federal tax, for a transfer to or for
the use of an organi zation described in section 170(c) of the Code, if in
connection with the transfer (1) the organization directly or indirectly
pays, or has previously paid, any prem umon any “personal benefit contract”
with respect to the transferor, or (2) there is an understandi ng or
expectation that any person will directly or indirectly pay any prem um on
any “personal benefit contract” with respect to the transferor. It is

i ntended that an organi zati on be considered as indirectly paying premuns if,
for exanpl e, another person pays prem uns on its behal f.

A personal benefit contract with respect to the transferor is any life
i nsurance, annuity, or endowrent contract, if any direct or indirect
beneficiary under the contract is the transferor, any nenber of the
transferor's famly, or any other person (other than a section 170(c)
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organi zation) designated by the transferor. For exanple, such a beneficiary
woul d include a trust having a direct or indirect beneficiary who is the
transferor or any menmber of the transferor's famly, and would include an
entity that is controlled by the transferor or any nenber of the transferor's
famly. It is intended that a beneficiary under the contract include any
beneficiary under any side agreenent relating to the contract. If a
transferor contributes a life insurance contract to a section 170(c)

organi zati on and desi gnates one or nore section 170(c) organi zations as the
sol e beneficiaries under the contract, generally, it is not intended that the
deducti on denial rule under the provision apply. If, however, there is an
out st andi ng | oan under the contract upon the transfer of the contract, then
the transferor is considered as a beneficiary. The fact that a contract also
has other direct or indirect beneficiaries (persons who are not the
transferor or a famly menmber, or designated by the transferor) does not
prevent it from being a personal benefit contract. The provision is not
intended to affect situations in which an organi zati on pays prem uns under a
legitimate fringe benefit plan for enployees.

It is intended that a person be considered as an indirect beneficiary under a
contract if, for exanple, the person receives or will receive any economc
benefit as a result of amounts paid under or with respect to the contract.
For this purpose, as described below, an indirect beneficiary is not intended
to include a person that benefits exclusively under a bona fide charitable
gift annuity (within the nmeaning of section 501(m).

In the case of a charitable gift annuity, if the charitabl e organization
purchases an annuity contract issued by an insurance conpany to fund its
obligation to pay the charitable gift annuity, a person receiving paynents
under the charitable gift annuity is not treated as an indirect beneficiary,
provided certain requirenments are nmet. The requirenents are that (1) the
charitabl e organi zati on possess all of the incidents of ownership (within the
meani ng of Treas. Reg. section 20.2042 1(c)) under the annuity contract
purchased by the charitable organization; (2) the charitabl e organization be
entitled to all the paynents under the contract; and (3) the timng and
anmount of paynents under the contract be substantially the sanme as the timng
and amount of paynments to each person under the organi zation's obligation
under the charitable gift annuity (as in effect at the tine of the transfer
to the charitabl e organization).

Under the provision, an individual's famly consists of the individual's
grandparents, the grandparents of the individual's spouse, the linea
descendants of such grandparents, and any spouse of such a lineal descendant.

In the case of a charitable gift annuity obligation that is issued under the
laws of a state that requires, in order for the charitable gift annuity to be
exenpt frominsurance regulation by that state, that each beneficiary under
the charitable gift annuity be naned as a beneficiary under an annuity
contract issued by an insurance company authorized to transact business in
that state, then the foregoing requirenents (1) and (2) are treated as if
they are net, provided that certain additional requirements are nmet. The
addi tional requirenents are that the state law requirement was in effect on
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February 8, 1999, each beneficiary under the charitable gift annuity is a
bona fide resident of the state at the time the charitable gift annuity was
i ssued, the only persons entitled to paynents under the annuity contract

i ssued by the insurance conmpany are persons entitled to paynents under the
charitable gift annuity when it was issued, and (as required by clause (iii)
of subparagraph (D) of the provision) the tim ng and anpbunt of paynents under
the annuity contract to each person are substantially the sane as the timng
and amount of paynments to the person under the charitable gift annuity (as in
effect at the tine of the transfer to the charitable organization).

In the case of a charitable remainder annuity trust or charitable renmainder
unitrust (as defined in section 664(d)) that holds a life insurance,
endowrent or annuity contract issued by an insurance conpany, a person is not
treated as an indirect beneficiary under the contract held by the trust,
solely by reason of being a recipient of an annuity or unitrust anount paid
by the trust, provided that the trust possesses all of the incidents of
owner ship under the contract and is entitled to all the paynents under such
contract. No inference is intended as to the applicability of other

provi sions of the Code with respect to the acquisition by the trust of a
life insurance, endowrent or annuity contract, or the appropriateness of such
an investnment by a charitable remai nder trust.

Nothing in the provision is intended to suggest that a life insurance,
endowrent, or annuity contract would be a personal benefit contract, solely
because an individual who is a recipient of an annuity or unitrust anpunt
paid by a charitable remainder annuity trust or charitable remai nder unitrust
uses such a paynent to purchase a life insurance, endowrent or annuity
contract, and a beneficiary under the contract is the recipient, a nenber of
his or her fam |y, or another person he or she designates

The provision i nposes on any organi zati on described in section 170(c) of the
Code an excise tax, equal to the amount of the premi uns paid by the

organi zation on any life insurance, annuity, or endowrent contract, if the
premiunms are paid in connection with a transfer for which a deduction is not
al | owabl e under the deduction denial rule of the provision (wthout regard to
when the transfer to the charitabl e organi zati on was nade). The excise tax
does not apply if all of the direct and indirect beneficiaries under the
contract (including any related side agreenent) are organi zati ons descri bed
in section 170(c). Under the provision, paynents are treated as nade by the
organi zation, if they are made by any other person pursuant to an
under st andi ng or expectation of paynent. The excise tax is to be applied
taking into account rules ordinarily applicable to excise taxes in chapter 41
or 42 of the Code (e.g., statute of limtation rules).

The provision requires that the charitable organi zati on annually report the
anount of premuns that is paid during the year and that is subject to the
exci se tax inposed under the provision, and the nane and taxpayer
identification nunber of each beneficiary under the life insurance, annuity
or endownent contract to which the premuns relate, as well as other
information required by the Secretary of the Treasury. For this purpose, it
is intended that a beneficiary include any beneficiary under any side
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agreenent to which the section 170(c) organization is a party (or of which it
is otherwi se aware). Penalties applicable to returns required under Code
section 6033 apply to returns under this reporting requirenment. Returns
required under this provision are to be furnished at such tinme and in such
manner as the Secretary shall by fornms or regulations require.

The provision provides for the promnul gati on of regul ati ons necessary or
appropriate to carry out the purposes of the provisions, including

regul ations to prevent the avoi dance of the purposes of the provision. For
exanple, it is intended that regul ati ons prevent avoi dance of the purposes of
the provision by inappropriate or inproper reliance on the limted exceptions
provided for certain beneficiaries under bona fide charitable gift annuities
and for certain noncharitable recipients of an annuity or unitrust anount
paid by a charitable reminder trust.

Ef fecti ve Date

The deduction denial provision applies to transfers after February 8, 1999
(as provided in H R 630). The excise tax provision applies to prem uns paid
after December 17, 1999. The reporting provision applies to prem uns paid
after February 8, 1999 (determned as if the excise tax inposed under the
provision applied to prem uns paid after that date).

No inference is intended that a charitable contribution deduction is allowed
under present law with respect to a charitable split-dollar insurance
arrangemnent. The provision does not change the rules with respect to fraud or
crimnal or civil penalties under present |aw, thus, actions constituting
fraud or that are subject to penalties under present |aw would stil
constitute fraud or be subject to the penalties after enactnent of the
provi si on.

Current California Law (R&TC Section 23701)

California is in conformty with federal law as it relates to charitable
contributions of split-dollar insurance prior to the passage of the Act.

| npact on California Revenue

The inpact for conforming to this provision would result in a negligible
revenue gain.
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Section Section Title
538 Distributions by a Partnership to a Corporate Partner of Stock In
Anot her Cor poration

Backgr ound

Present | aw generally provides that no gain or loss is recognized on the
recei pt by a corporation of property distributed in conplete |iquidation of
anot her corporation in which it holds 80% of the stock (by vote and val ue)
(section 332). The basis of property received by a corporate distributee in
the distribution in conplete liquidation of the 80% owned subsidiary is a
carryover basis, i.e., the sane as the basis in the hands of the subsidiary
(provided no gain or loss is recognized by the |liquidating corporation with
respect to the distributed property) (section 334(b)).

Present |aw provides two different rules for determning a partner's basis in
di stributed property, dependi ng on whether or not the distribution is in
liquidation of the partner's interest in the partnership. Generally, a
substituted basis rule applies to property distributed to a partner in
liquidation. Thus, the basis of property distributed in |iquidation of a
partner's interest is equal to the partner's adjusted basis inits
partnership interest (reduced by any noney distributed in the sane
transaction) (section 732(b)).

By contrast, generally, a carryover basis rule applies to property
distributed to a partner other than in liquidation of its partnership
interest, subject to a cap (section 732(a)). Thus, in a non-liquidating
distribution, the distributee partner's basis in the property is equal to the
partnership's adjusted basis in the property imedi ately before the

di stribution, but not to exceed the partner's adjusted basis inits
partnership interest (reduced by any noney distributed in the sane
transaction). In a non-liquidating distribution, the partner's basis inits
partnership interest is reduced by the anmount of the basis to the distributee
partner of the property distributed and is reduced by the amount of any noney
distributed (section 733).

If corporate stock is distributed by a partnership to a corporate partner
with a low basis in its partnership interest, the basis of the stock is
reduced in the hands of the partner so that the stock basis equals the
distributee partner's adjusted basis in its partnership interest. No
conparabl e reduction is made in the basis of the corporation' s assets,
however. The effect of reducing the stock basis can be negated by a
subsequent |iquidation of the corporation under section 332.

New Federal Law (I RC Section 732)

In General.

The Act provides for a basis reduction to assets of a corporation, if stock
in that corporation is distributed by a partnership to a corporate partner.
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The reduction applies if, after the distribution, the corporate partner
controls the distributed corporation.

Amount of the Basi s Reducti on.

Under the provision, the amount of the reduction in basis of property of the
di stributed corporation generally equals the amount of the excess of (1) the
partnership's adjusted basis in the stock of the distributed corporation

i mredi ately before the distribution, over (2) the corporate partner's basis
in that stock inmediately after the distribution.

The provision |imts the anbunt of the basis reduction in two respects.
First, the anpunt of the basis reduction may not exceed the anobunt by which
(1) the sum of the aggregate adjusted bases of the property and the amount of
money of the distributed corporation exceeds (2) the corporate partner's

adj usted basis in the stock of the distributed corporation. Thus, for
exanple, if the distributed corporation has cash of $300 and ot her property
with a basis of $600 and the corporate partner's basis in the stock of the
di stributed corporation is $400, then the anobunt of the basis reduction could
not exceed $500 (i.e., ($300+$600)-$400 = $500).

Second, the amount of the basis reduction may not exceed the adjusted basis
of the property of the distributed corporation. Thus, the basis of property
(ot her than noney) of the distributed corporation could not be reduced bel ow
zero under the provision, even though the total amount of the basis reduction
woul d ot herwi se be greater.

The provision provides that the corporate partner recognizes |long-term
capital gain to the extent the ambunt of the basis reduction exceeds the
basis of the property (other than noney) of the distributed corporation. In
addition, the corporate partner's adjusted basis in the stock of the
distribution is increased in the sane amount. For exanple, if the anount of

t he basis reduction were $400, and the distributed corporation has noney of
$200 and other property with an adjusted basis of $300, then the corporate
partner woul d recogni ze a $100 capital gain under the provision. The
corporate partner's basis in the stock of the distributed corporation is also
i ncreased by $100 in this exanple, under the provision.

The basis reduction is allocated anobng assets of the controlled corporation
in accordance with the rul es provided under section 732(c).

Partnership Distributions Resulting in Control.

The basis reduction generally applies with respect to a partnership
distribution of stock if the corporate partner controls the distributed
corporation inmediately after the distribution or at any tinme thereafter. For
this purpose, the termcontrol neans ownership of stock neeting the

requi rements of section 1504(a)(2) (generally, an 80% vote and val ue
requirement).
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The provision applies to reduce the basis of any property held by the
distributed corporation imediately after the distribution, or, if the
corporate partner does not control the distributed corporation at that tinmne,
then at the tine the corporate partner first has such control. The provision
does not apply to any distribution if the corporate partner does not have
control of the distributed corporation inmrediately after the distribution and
establishes that the distribution was not part of a plan or arrangenent to
acquire control

For purposes of the provision, if a corporation acquires (other than in a
distribution froma partnership) stock the basis of which is determ ned (by
reason of being distributed froma partnership) in whole or in part by
reference to section 732(a)(2) or (b), then the corporation is treated as
receiving a distribution of stock froma partnership. For exanple, if a
partnership distributes property other than stock (such as real estate) to a
corporate partner, and that corporate partner contributes the real estate to
anot her corporation in a section 351 transaction, then the stock received in
the section 351 transaction is not treated as distributed by a partnership,
and the basis reduction under this provision does not apply. As another
example, if a partnership distributes stock to two corporate partners,
nei t her of which have control of the distributed corporation, and the two
corporate partners nerge and the survivor obtains control of the distributed
corporation, the stock of the distributed corporation that is acquired as a
result of the nmerger is treated as received in a partnership distribution;
the basis reduction rule of the provision applies.

In the case of tiered corporations, a special rule provides that if the
property held by a distributed corporation is stock in a corporation that the
di stributed corporation controls, then the provision is applied to reduce the
basis of the property of that controlled corporation. The provision is also
reapplied to any property of any controlled corporation that is stock in a
corporation that it controls. Thus, for exanple, if stock of a controlled
corporation is distributed to a corporate partner, and the controlled
corporation has a subsidiary, the anount of the basis reduction allocable to
stock of the subsidiary is applied again to reduce the basis of the assets of
the subsidiary, under the special rule.

The provision also provides for regul ations, including regulations to avoid
doubl e counting and to prevent the abuse of the purposes of the provision. It
is intended that regul ations prevent the avoi dance of the purposes of the
provi sion through the use of tiered partnerships.

Ef fecti ve Date

The provision is effective generally for distributions nade after July 14,
1999. However, in the case of a corporation that is a partner in a
partnership as of July 14, 1999, the provision is effective for any
distribution nmade (or treated as nade) to that partner fromthat partnership
after June 30, 2001. In the case of any such distribution after the date of
enact ment and before July 1, 2001, the rule of the precedi ng sentence does
not apply unless that partner nakes an election to have the rule apply to the
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distribution on the partner's return of federal incone tax for the taxable
year in which the distribution occurs.

No inference is intended that distributions that are not subject to the
provi sion achieve a particular tax result under present |aw, and no inference
is intended that enactnent of the provision limts the application of tax
rules or principles under present or prior |aw

Current California Law (R&TC Section 17851)

California is in conformty with federal law as it relates to partnership
di stributions of corporate stock prior to the passage of the Act.

| npact on California Revenue

Based on the low | evel of federal estimates for this provision in the Act,
conformng to this provision wwuld result in mnor revenue gains of |ess than
$500, 000 annual Iy beginning with 2000-01. It is assumed the provision would
be effective for distributions made after July 14, 1999 (except wi th respect
to partnerships in existence on July 14, 1999, the provision is effective
July 1, 2001). Revenue estinmates were based on a proration of federa

proj ecti ons devel oped for the Act.

Section Section Title
541- I ncome and Services Provided by Taxabl e REI Ts Subsi di aries
547

Backgr ound

A real estate investnment trust (REIT) is an entity that receives nost of its
i ncome from passive real -estate related investnents and that essentially
recei ves pass-through treatnent for inconme that is distributed to

shar ehol ders.

If an electing entity neets the requirenents for REIT status, the portion of
its incone that is distributed to the investors each year generally is taxed
to the investors wi thout being subjected to a tax at the REIT level. In
general, a REIT nust derive its income from passive sources and not engage in
any active trade or business.

A REIT nust satisfy a nunber of tests on a year by year basis that relate to
the entity's (1) organizational structure; (2) source of income; (3) nature
of assets; and (4) distribution of income. Under the source-of-incone tests,
at least 95% of its gross incone generally nust be derived fromrents from
real property, dividends, interest, and certain other passive sources (the
“O5%test”). In addition, at |least 75%of its gross inconme generally nust be
fromreal estate sources, including rents fromreal property and interest on
nort gages secured by real property. For purposes of the 95% and 75% tests,

57



TI CKET TO WORK AND WORK | NCENTI VES | MPROVEMENT ACT OF 1999
(P.L. 106-170)

qualified inconme includes ambunts received fromcertain “foreclosure
property,” treated as such for three years after the property is acquired by
the REIT in foreclosure after a default (or immnent default) on a | ease of
such property or on indebtedness which such property secured.

In general, for purposes of the 95% and 75% tests, rents fromreal property
do not include anpunts for services to tenants or for managi ng or operating
real property. However, there are some exceptions. Qualified rents include
anounts received for services that are “customarily furnished or rendered” in
connection with the rental of real property, so long as the services are
furni shed through an i ndependent contractor fromwhomthe REI T does not
derive any inconme. Ampunts received for services that are not “customarily
furni shed or rendered” are not qualified rents.

An i ndependent contractor is defined as a person who does not own, directly
or indirectly, nmore than 35% of the shares of the REIT. Al so, no nore than
35% of the total shares of stock of an independent contractor (or of the
interests in assets or net profits, if not a corporation) can be owned
directly or indirectly by persons owning 35%or nore of the interests in the
REIT. In addition, a REIT cannot derive any inconme from an independent
contractor.

Rents for certain personal property leased in connection with real property
are treated as rents fromreal property if the adjusted basis of the personal
property does not exceed 15% of the aggregate adjusted bases of the real and
t he personal property.

Rents fromreal property do not include anpbunts received fromany corporation
if the REIT owns 10% or nore of the voting power or of the total nunber of
shares of all classes of stock of such corporation. Simlarly, in the case of
other entities, rents are not qualified if the REIT owns 10% or nore of the
assets or net profits of such person.

At the close of each quarter of the taxable year, at |east 75% of the val ue
of total REIT assets nust be represented by real estate assets, cash and cash
itenms, and Government securities. Also, a REIT cannot own securities (other
than Governnment securities and certain real estate assets) in an anount
greater than 25% of the value of REIT assets. In addition, it cannot own
securities of any one issuer representing nmore than 5% of the total value of
REIT assets or nore than 10% of the voting securities of any corporate

i ssuer. Securities for purposes of these rules are defined by reference to

t he I nvestment Conpany Act of 1940 (15 U.S.C. 80a-1 and follow ng. See al so
Code section 856(c)(5)(F).

Under an exception to the ownership rule, a REIT is permtted to have a

whol |y owned subsi diary corporation, but the assets and itens of income and
deduction of such corporation are treated as those of the REIT, and thus can
affect the qualification of the REIT under the income and asset tests.

A REIT generally is required to distribute 95% o of its incone before the end
of its taxable year, as deductible dividends paid to shareholders. This rule
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is simlar to a rule for regulated i nvestnment conpanies (R Cs) that requires
di stribution of 90% of incone. Both REITS and RI Cs can nake certain
“deficiency dividends” after the close of the taxable year, and have these
treated as nmade before the end of the year. The regul ations applicable to
REITS state that a distribution will be treated as a “deficiency dividend”
(and, thus, as nmde before the end of the prior taxable year) only to the
extent the earnings and profits for that year exceed the anmount of

di stributions actually nmade during the taxable year.

A REIT that has been or has conmbined with a C corporation will be
disqualified if, as of the end of its taxable year, it has accumul at ed
earnings and profits froma non-REIT year. A simlar rule applies to

regul ated i nvestnment conpanies (RICs). In the case of a REIT, any
distribution nade in order to conmply with this requirenent is treated as
being first frompre-REI T accunul at ed earni ngs and profits. R Cs do not have
a simlar ordering rule.

In the case of a RIC, any distribution nade within a specified period after
determ nation that the investnent conpany did not qualify as a RIC for the
taxable year will be treated as applying to the RIC for the non-RIC year,
“for purposes of applying [the earnings and profits rule that forbids a RIC
to have non-RI C earnings and profits] to subsequent taxable years.” The REIT
rul es do not specify any particul ar separate treatnent of distributions made
after the end of the taxable year for purposes of the earnings and profits
rule. Treasury regul ations under the REIT provisions state that “distribution
procedures simlar to those for regul ated i nvestment conpani es apply to non-
REIT earnings and profits of a real estate investnent trust.”

New Federal Law (I RC Section 852, 856, and 857)

The Act made the foll owi ng changes:
Investnment limtations and taxable REIT subsidiaries.

CGeneral rule. Under the provision, a REIT generally cannot own nore than 10%
of the total value of securities of a single issuer, in addition to the
present law rule that a REIT cannot own nore than 10% of the outstanding
voting securities of a single issuer. In addition, no nore than 20% of the
value of a REIT' s assets can be represented by securities of the taxable REIT
subsidiaries that are permtted under the Act.

Exception for safe-harbor debt.

For purposes of the new 10% val ue test, securities are generally defined to
excl ude safe harbor debt owned by a REIT (as defined for purposes of section
1361(c)(5)(B)(i) and (ii)) if the issuer is an individual, or if the REIT
(and any taxable REIT subsidiary of such REIT) owns no other securities of
the i ssuer. However, in the case of a REIT that owns securities of a
partnership, safe harbor debt is excluded fromthe definition of securities
only if the REIT owns at |east 20% or nore of the profits interest in the
partnership. The purpose of the partnership rule requiring a 20% profits
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interest is to assure that if the partnership produces incone that would be
disqualified income to the REIT, the REIT will be treated as receiving a
significant portion of that incone directly through its partnership interest,
even though it also may derive qualified interest inconme through its safe
har bor debt interest.

Exception for taxable REIT subsidiaries.

An exception to the limtations on ownership of securities of a single issuer
applies in the case of a “taxable REIT subsidiary” that nmeets certain
requirements. To qualify as a taxable REIT subsidiary, both the REIT and the
subsidiary corporation must join in an election. In addition, any corporation
(other than a REIT or a qualified REIT subsidiary under section 856(i) that
does not properly elect with the REIT to be a taxable REIT subsidiary) of

whi ch a taxable REIT subsidiary owns, directly or indirectly, nore than 35%
of the vote or value is automatically treated as a taxable REIT subsidiary.

Securities (as defined in the Investnment Conpany Act of 1940) of taxable REIT
subsidiaries could not exceed 20% of the total value of a REIT s assets.

A taxable REIT subsidiary can engage in certain business activities that
under present |law could disqualify the REIT because, but for the proposal,
the taxable REIT subsidiary's activities and relationship with the REIT coul d
prevent certain incone fromaqualifying as rents fromreal property.
Specifically, the subsidiary can provide services to tenants of REIT property
(even if such services were not considered services customarily furnished in
connection with the rental of real property), and can manage or operate
properties, generally for third parties, w thout causing anmobunts received or
accrued directly or indirectly by the REIT for such activities to fail to be
treated as rents fromreal property. However, rents paid to a REIT generally
are not qualified rents if the REIT owns nore than 10% of the value (as wel
as of the vote) of a corporation paying the rents. The only exceptions are
for rents that are paid by taxable REIT subsidiaries and that al so neet a
limted rental exception (where 90% of space is leased to third parties at
conparabl e rents) and an exception for rents fromcertain lodging facilities
(operated by an independent contractor).

However, the subsidiary cannot directly or indirectly operate or nanage a

| odgi ng or healthcare facility. Nevertheless, it can |lease a qualified

| odging facility (e.g., a hotel) fromthe REIT (provided no ganbling revenues
were derived by the hotel or onits premses), and the rents paid are treated
as rents fromreal property so long as the lodging facility was operated by

an i ndependent contractor for a fee. The subsidiary can bear all expenses of
operating the facility and receive all the net revenues, minus the

i ndependent contractor's fee.

For purposes of the rule that an i ndependent contractor nay operate a
qualified lodging facility, an independent contractor will qualify so |ong
as, at the tine it enters into the nanagenent agreenent with the taxable REIT
subsidiary, it is actively engaged in the trade or business of operating
qualified lodging facilities for any person who is not related to the REIT or
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the taxable REIT subsidiary. The REIT nay receive income from such an
i ndependent contractor with respect to certain pre-existing |eases.

Al so, the subsidiary generally cannot provide to any person rights to any
brand nane under which hotels or health care facilities are operated. An
exception applies to rights provided to an i ndependent contractor to operate
or manage a lodging facility, if the rights are held by the subsidiary as
licensee or franchisee, and the lodging facility is owned by the subsidiary
or leased to it by the REIT.

Interest paid by a taxable REIT subsidiary to the related REIT is subject to
the earnings stripping rules of section 163(j). Thus the taxable REIT
subsi di ary cannot deduct interest in any year that would exceed 50% of the
subsi diary's adjusted gross incorme.

If any amount of interest, rent, or other deductions of the taxable REIT
subsidiary for anbunts paid to the REIT is determ ned to be other than at
arms length (“redeterm ned” items), an excise tax of 100%is inposed on the
portion that was excessive. “Safe harbors” are provided for certain rental
paynents where (1) the amobunts are de mnims, (2) there is specified
evidence that charges to unrelated parties are substantially conparable, (3)
certain charges for services fromthe taxable REIT subsidiary are separately
stated, or (4) the subsidiary's gross income fromthe service is not |ess
than 150% of the subsidiary's direct cost in furnishing the service.

In determ ning whether rents are armis length rents, the fact that such rents
do not meet the requirenents of the specified safe harbors shall not be taken
into account. In addition, rent received by a REIT shall not fail to qualify
as rents fromreal property by reason of the fact that all or any portion of
such rent is redeterm ned for purposes of the excise tax.

The Treasury Departnent is to conduct a study to determ ne how many taxable
REIT subsidiaries are in existence and the aggregate anmount of taxes paid by
such subsidiaries and shall submit a report to the Congress describing the
results of such study.

Heal th Care REITS.

The provision permits a REIT to own and operate a health care facility for at
| east two years, and treat it as permtted “foreclosure” property, if the
facility is acquired by the termi nation or expiration of a | ease of the
property. Extensions of the 2 year period can be granted.

Conformity with regul ated i nvestment conpany rul es.

Under the provision, the REIT distribution requirenments are nodified to

conformto the rules for regulated i nvestnent conpanies. Specifically, a REIT
is required to distribute only 90% rather than 95% of its incone.
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Definition of independent contractor.

If any class of stock of the REIT or the person being tested as an

i ndependent contractor is regularly traded on an established securities

mar ket, only persons who directly or indirectly own 5% or nore of such class
of stock shall be counted in determ ning whether the 35% ownership
[imtati ons have been exceeded.

Modi fi cati on of earnings and profits rules for RICs and REITs.

The rule allowing a RIC to make a distribution after a determination that it
had failed RIC status, and thus neet the requirenment of no non-RIC earnings

and profits in subsequent years, is nodified to clarify that, when the sole

reason for the determnation is that the RIC had non-RI C earnings and profits
inthe initial year (i.e. because it was determ ned not to have distributed

all C corporation earnings and profits), the procedure would apply to permt
RIC qualification in the initial year to which such determ nation applied, in
addi tion to subsequent years.

The Act clarifies the RIC and REIT earnings and profits ordering rules in the
case of a distribution to neet the requirenents that there be no non-RI C or
non- REI T earnings and profits in any year.

Both the RIC and REIT earnings and profits rules are nodified to provide a
nmore specific ordering rule, simlar to the present-law REIT rule. The new
ordering rule treats a distribution to nmeet the requirenment of no non-RIC or
non- REI T earnings and profits as comng, on a first-in, first-out basis, from
earnings and profits which, if not distributed, would result in a failure to
meet such requirenent. Thus, such earnings and profits are deened distributed
first fromearnings and profits that would cause such a failure, starting
with the earliest RIC or REIT year for which such failure would occur.

Rental income fromcertain personal property.

The provision nodifies the present law rule that permts certain rents from
personal property to be treated as real estate rental incone if such persona
property does not exceed 15% of the aggregate of real and personal property.
The provision replaces the present |aw conparison of the adjusted bases of
properties with a conparison based on fair market val ues.

Ef fecti ve Date

The provision is effective for taxable years beginning after Decenber 31,
2000. The provision with respect to nodification of earnings and profits
rules is effective for distributions after Decenber 31, 2000.

In the case of the provisions relating to permtted ownership of securities
of an issuer, special transition rules apply. The new rules forbidding a REIT
to own nore than 10% of the value of securities of a single issuer do not
apply to a REIT with respect to securities held directly or indirectly by
such REIT on July 12, 1999, or acquired pursuant to the ternms of witten
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bi nding contract in effect on that date and at all tinmes thereafter until the
acqui si tion.

Al so, securities received in a tax-free exchange or reorganization, with
respect to or in exchange for such grandfathered securities would be

grandf athered. The grand fathering of such securities ceases to apply if the
REIT acquires additional securities of that issuer after that date, other
than pursuant to a binding contract in effect on that date and at all tines
thereafter, or in a reorganization with another corporation the securities of
whi ch are grandf at her ed.

This transition al so ceases to apply to securities of a corporation as of the
first day after July 12, 1999 on which such corporation engages in a
substantial new | ine of business, or acquires any substantial asset, other
than pursuant to a binding contract in effect on such date and at all tines
thereafter, or in a reorganization or transaction in which gain or loss is
not recogni zed by reason of section 1031 or 1033 of the Code. If a
corporation nmakes an election to become a taxable REIT subsidiary, effective
before January 1, 2004 and at a tinme when the REIT's ownership is
grandf at hered under these rules, the election is treated as a reorganization
under section 368(a)(1)(A) of the Code.

The new 10% of value limtation for purposes of defining qualified rents is
effective for taxable years beginning after Decenber 31, 2000. There is an
exception for rents paid under a | ease or pursuant to a binding contract in
effect on July 12, 1999 and at all times thereafter

Current California Law (R&TC Section 17088, 24870, 24872-24874)

California | aw conforns to the federal treatnent of RICs and REITs with
certain nodifications. California is confornmed to the federal treatnent of a
liquidating distribution froma RICor a REIT prior to the enactnent of the
Tax and Trade Relief Extension Act of 1998. Additionally, California has not
conforned to the nodification made by I RS Restructuring and Reform Act of
1998 section 6012(g) relating to "earnings and profits" ordinary

di stributions of RElTSs.

The California nodifications are:

REIT taxabl e i nconme does:

= pnot include a deduction for dividends received,

= not include a deduction for the tax inposed for not neeting the 95% or
75% i ncone test,

= include inconme fromforecl osure property,

= include income from prohibited transactions.

Taxes on “incone fromforeclosed property,” “inconme of a prohibited
transaction,” “alternative tax on capital gains” and failure to nmeet the
95% or 75% i ncome test do not apply.
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A REIT is subject to the corporate minimumtax (currently $800).

A REIT cannot be part of a stapled group.

Additionally, to avoid other state and federal |aw differences as to whet her

a REIT will qualify as such for state purposes, California has a rule whereby
if the REIT satisfies the distribution requirenments of federal law so as to
be treated as a REIT, it will be deemed to satisfy such requirenents for

state purposes (even if federal-state REIT i nconme differences nake it
ot herwi se inpossible for the REIT to satisfy the distribution requirenents
for state purposes).

I npact on California Revenue

The net revenue inpact fromconformng to these provisions would be a $1
mllion in gain in 2000-01, $4 nmillion gain in 2001-02, and a $2 mllion gain
in 2002- 03.

Revenue estinates above were based on federal projections for this provision
in the Act.

Section Section Title
571 Modi fy Estimated Tax Rules for Closely Held REITs

Backgr ound

If a person has a direct interest or a partnership interest in income-
produci ng assets (such as securities generally, or nortgages) that produce

i ncome throughout the year, that person's estimated tax paynments nust refl ect
the quarterly anmounts expected fromthe asset.

However, a dividend distribution of earnings froma REIT is considered for
estimated tax purposes when the dividend is paid. Some corporations have
established closely held REITs that hold property (e.g. nortgages) that if
held directly by the controlling entity would produce i ncome throughout the
year. The REIT may nmake a single distribution for the year, timed such that
it need not be taken into account under the estimted tax rules as early as
woul d be the case if the assets were directly held by the controlling entity.
The controlling entity thus defers the paynment of estimated taxes.

New Federal Law (I RC Section 6655)

The Act provides that in the case of a REIT that is closely held, any person
owni ng at | east 10% of the vote or value of the REIT is required to

accel erate the recognition of year-end dividends attributable to the closely
held REIT, for purposes of such person's estimted tax paynments. A closely
held REIT is defined as one in which at | east 50% of the vote or value is
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owed by five or fewer persons. Attribution rules apply to determ ne
owner shi p.

No inference is intended regarding the treatnent of any transaction prior to
the effective date.

Ef fecti ve Date

The provision is effective for estimated tax paynents due on or after
Decenber 15, 1999.

Current California Law

California | aw does not contain any simlar provisions that would require
owners of a closely held REIT to accelerate the recognition of REIT dividends
for estimated tax purposes.

| npact on California Revenue

The inpact for conforming to this provision wuld result in revenue
accelerations estimated to be $1 million for fiscal year 2000-01 and | ess
t han $100, 000 annual ly thereafter.

Revenue estinates above were based on federal projections for this provision
in the Work I nprovenment Act of 1999.
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Calif.

Sunset *

01/ 01/ 00

12/ 31/ 00*

12/ 31/ 00

12/ 31/01

12/31/01

12/ 31/01

12/ 31/01

12/31/01

12/ 31/01

12/31/01
12/31/01

12/ 31/ 02

12/ 31/ 02

12/ 31/ 02

12/ 31/ 022

12/ 31/ 022

12/ 31/ 022

12/ 31/ 02

12/ 31/ 03

12/ 31/ 03

EXHIBIT A

EXPIRING TAX PROVISIONS

Calif. Feder al Fed.
Section Section Sect. Description and Conments

24357.9 12/31/00 170(e) Deduction: Augnented Corporate
Conput er Contri buti ons

17053. 49 N A N A Credit: Manufacturer's |nvestnent

23649

17279. 4 12/31/01 198 Deduction: Expensing of Environnenta

24369. 4 Renedi ati on Costs (Brownfi el ds)

17053. 57 N A NA Cedit: Community Devel opnent Fi nanci al

23657 Institution Deposits

17131 12/31/01 137 Deduction: Adoption Assistance

17502 N A N A Exclusion: California Stock Options

24602

18715 N A N A Voluntary Contribution: Children's Trust
Fund for the Prevention of Child Abuse

18744 N A N A Voluntary Contribution: Rare and Endangered
Speci es Preservation Program

18844 N A N A  Voluntary Contribution: California
Mlitary Miuseum Fund

19283 N A N A Collection of Arounts Due a Court

19568 N A N A Collection: Delinquent Student Loans

17052. 17 N A N A Enployer Child Care Facility Credit

23638

17052. 18 N A N A Enpl oyer Dependent Care Plan Credit

23617.5

17053. 45 N A NA Credit: Sales and Use taxes Paid in the

23645 LA Revitalization Zone

17053. 46 N A NA Credit: Hring in the Local

23646 Agency Mlitary Base Recovery Area

17268 N A N A Deduction: Expensing Business Property in

24356. 8 Local Agency Mlitary Base Recovery Area

17276. 2 N A N A Deduction: Net Qperating Losses in the

24416. 2 Local Agency Mlitary Base Recovery Area

18796 N A N A Voluntary Contribution: California Breast
Cancer Research Fund

18785 N A N A Voluntary Contribution: D.A.RE California
(Drug Abuse Resi stance Education) Fund

18816 N A N A Voluntary Contribution: California Public
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EXPIRING TAX PROVISIONS

Calif. Calif. Feder al Fed.
Sunset * Section Section Sect. Description and Commrents

School Library Protection Fund

12/ 01/ 03 18855 N A N A Voluntary Contribution: Emergency Food
Assi st ance Program
12/ 31/ 04 18724 N A N'A  Voluntary Contribution: California Fund
for Senior Citizens
12/ 31/ 04 18766 N A N A Voluntary Contribution: Al zheiner’s D sease
and Rel ated Di sorders Research Fund
12/ 01/ 04 18824 N A N A Voluntary Contribution: Mexican Amrerican
Vet erans' Menorial Account
12/ 31/ 04 18865 N A N A Voluntary Contribution: Birth
Def ects Research Fund
13/ 31/ 05 18804 N A N A Voluntary Contribution: California
Firefighter Menorial Fund
12/ 31/ 05 18807 N A N A Voluntary Contribution: California
Peace O ficer Menorial Fund
01/ 01/ 06 17053. 36 N A NA Cedit: Joint Strike Fighters Wage &
17053. 37 Property
23636
23637
12/ 31/ 07 17052. 10 N A NA Cedit: Rice Straw
23610
Foot not es

* In general, this is the last taxable year to which the provision applies. Fiscal
years beginning within this taxable year are, in general, also covered by the
provision. In some cases, the expiration applies to transactions occurring after
this date.

The actual date this provision expires is unknown at this tinme. The | aw provi des
that the credit will expire on January 1, 2001, or on January of the earliest year
thereafter, if the total enploynment in this state on the preceding January 1 does
not exceed by 100,000 jobs the total enployment in this state on January 1, 1994.
EDD is to nake this determination. It is expected that the total enployment wll
exceed the 100,000 jobs threshold for 2000 year.

The LAMBRA provisions expire eight years after the Trade & Commerce Agency (TCA)
designates an area as a LAMBRA. The TCA is authorized to designate eight LAVBRAS in
the state. As of January 2000, three areas have been designated and the renaining
five sites have received conditional designations. The expiration date |listed for
LAMBRAs is the earliest date the tax preferences or incentives will expire.
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EXHIBIT B

REVENUE ESTIMATES FOR CONFORMING TO 1999 FEDERAL CHANGES

Act (in millions)
Sect. Act Title Notes | 2000-1 2001-2 2002-3
1 |Tax Benefits of Military Personnel Serving in Combat Zones Extended to N/A - - -

Hazardous Duty Area

3001 |Property Subject to a Liability Treated in Same Manner as Assumption of $1 $1 $1.5
Liability

650 [Itemized Income Tax Receipt N/A - - -

405 |Authorization for States to Permit Annual Wage Reports EDD - - -

412 |[Simplification of Foster Child Definition under Earned Income Credit N/A - - -

501 [Extend Minimum Tax Relief for Individuals Negl. Loss | Negl. Loss | Negl. Loss

502 |Extend Research and Experimentation Tax Credit And Increase Alternative ($13) ($22) ($27)
Incremental Rate (conform at 80% of new federal rates)

503 |Extend Exceptions Under Subpart F for Active Financing Income | ($0.5) ($0.5) ($0.5)

504 |Extend the Suspension of Net Income Limitation on Percentage Depletion from ($0.5) ($1) ($0.5)
Marginal Oil and Gas Wells

505 |Extend the Work Opportunity and Welfare-To-Work Tax Credits N/A - - -

506 |Extend Exclusion for Employer-Provided Educational Assistance N/A - - -

507 |Extend and Modify Tax Credit For Electricity Produced by Wind and Closed-| N/A - - -
Loop Biomass Facilities

508 |Extend Duty-Free Treatment Under Generalized System of Preferences N/A - - -

509 |Extend Authority to Issue Qualified Zone Academy Bonds N/A - - -

510 |Extend the Tax Credit for First-Time D.C. Homebuyers N/A - - -

511 |Extend Expensing of Environmental Remediation Expenditures ($1) ($2) Minor Loss

512 |Temporary Increase in Amount of Rum Excise Tax BOE - - -

521 |Prohibit Disclosure of Advance Pricing Agreements N/A - - -

522 |Authority to Postpone Certain Tax-Related Deadlines Due to Year 2000 Negl. Loss | Negl. Loss | Negl. Loss
Failures

523 |Add Certain Vaccines Against Streptococcus Pneumonia to the List of BOE - - -
Taxable Vaccines

524 |Delay Requirement That Registered Motor Fuels Terminal Offer Dyed Fuel | BOE - - -
as a Condition of Registration

525 |Provide That Federal Production Payments to Farmers are Taxable in the Negl. Impact|Negl. Impact|Negl. Impact
Year Received

531 |Modification of Individual Estimated Tax Safe Harbor ($1.5) $3 ($1.5)

532 |Clarify the Tax Treatment of Income and Losses from Derivatives Negl. Gain | Negl. Gain | Negl.Gain

533 [Information Reporting on Cancellation of Indebtedness by Non-Bank Negl. Gain | Negl. Gain | Negl. Gain
Financial Institutions

534 |[Limit Conversion of Character of Income from Constructive Ownership $1 $1 $1
Transactions

535 |Treatment of Excess Pension Assets Used for Retiree Health Benefits al

536 |Modify Installment Method and Prohibit Use by Accrual Method Taxpayers $30 $12 $8

537 |Denial of Charitable Contribution Deduction for Transfers Associated with Split-Dollar| Negl. Gain | Negl. Gain | Negl. Gain
Insurance Arrangements

538 |Distributions by a Partnership to a Corporate Partner of Stock In Another Minor Gain | Minor Gain | Minor Gain
Corporation

541 - [Income and Services Provided by Taxable REITs Subsidiaries $1 $4 $2

547

571 |Modify Estimated Tax Rules for Closely Held REITs $1 Negl. Gain | Negl. Gain
Totals $17.5 ($4.5) ($17.0)

Negligible = Loss (or gain) less than $250,000
Minor = Loss (or gain) less than $500,000
N/A = Not Applicable

EDD =
BOE =

Defer to Employemnt Development Department
Defer to Board of Equalization

a/ Baseline gains from reduced business deductions are estimated at less
than $500,000 in 2000-1and $1 million each in 2001-2 and 2002-3.
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536 |Accrual Method Taxpayers, Modify Installment Method & Prohibit Use by 47
521 |Advance Pricing Agreements, Prohibit Disclosure of 27
502 |Alternative Incremental Rates, Extend Research & Experimentation Tax Credit & Increase the 9
405 |Annual Wage Reports, Authorization for States to Permit 6
3001 |Assumption of Liability, Property Subject to a Liability Treated in Same Manner as 3
507 |Biomass Facilities, Extend & Modify Tax Credit for Electricity Produced by Wind & Closed-Loop | 21
509 |Bonds, Extend Authority to Issue Qualified Zone Academy 22
533 |Cancellation of Indebtedness Income, Expand Reporting of 39
537 |Charitable Contribution Deduction for Transfers with Split-Dollar Insurance Arrangements, Denial| 50
1 Combat Zones Extended to Hazardous Duty Area, Tax Benefits of Military Personnel Servingin | 1
534 |Constructive Ownership Transactions, Limit Conversion of Character of Income from 41
538 |Corporate Partner of Stock In Another Corporation, Distributions by a Partnership to a 54
507 |Credit for Electricity Produced by Wind & Closed-Loop Biomass Facilities, Extend & Modify Tax | 21
505 |Credit, Extend the Welfare-To-Work Tax 18
505 |Credit, Extend the Work Opportunity Tax 17
501 |Credits, Extend Minimum Tax Relief for Individuals on Personal 7
532 |Derivatives, Clarify the Tax Treatment of Income and Losses on 38
521 |Disclosure of Advance Pricing Agreements, Prohibit 27
538 |Distributions by a Partnership to a Corporate Partner of Stock In Another Corporation 54
508 |Duty-Free Treatment Under Generalized System of Preferences, Extend 21
524 |Dyed Fuel as a Condition of Registration, Registered Motor Fuels Terminals Offer 34
412 |Earned Income Credit, Simplification of Foster Child Definition under 6
506 |Educational Assistance, Extend Exclusion for Employer-Provided 19
507 |Electricity Produced by Wind & Closed-Loop Biomass Facilities, Extend & Modify Tax Credit for | 21
511 |Environmental Remediation Expenditures, Extend Expensing of 25
571 |Estimated Tax Rules for Closely Held REITs, Modify 64
531 |Estimated Tax Safe Harbor, Modification of Individual 36
512 |Excise Tax, Temporary Increase in Amount of Rum 26
506 |Exclusion for Employer-Provided Educational Assistance, Extend 19

Executive Summary ii
511 |Expensing of Environmental Remediation Expenditures, Extend 25

Expiring Tax Provisions, Exhibit A 66
525 |Farmers are Taxable in the Year Received, Provide That Federal Production Payments to 35
503 |Financing Income, Extend Exceptions Under Subpart F for Active 13
412 |Foster Child Definition under Earned Income Credit, Simplification of 6
508 |Generalized System of Preferences, Extend Duty-Free Treatment Under 21
1 Hazardous Duty Area, Tax Benefits of Military Personnel Serving in Combat Zones Extended to | 1
504 |Income Limit on Percentage Depletion from Marginal Oil & Gas Wells, Extend Suspension of Net| 16
501 |Individuals on Personal Credits, Extend Minimum Tax Relief for 7
536 |Installment Method & Prohibit Use by Accrual Method Taxpayers, Modify 47
537 |Insurance Arrangements, Denial Charitable Contribution Deduction for Transfers with Split-Dollar| 50
650 |ltemized Income Tax Receipt 5
1 Military Personnel Serving in Combat Zones Extended to Hazardous Duty Area, Tax Benefits of | 1
501 |Minimum Tax Relief for Individuals on Personal Credits, Extend 7
524 |Motor Fuels Terminals Offer Dyed Fuel as a Condition of Registration 34
538 |Partnership to a Corporate Partner of Stock In Another Corporation, Distributions by a 54
535 |Pension Assets Used for Retiree Health Benefits, Treatment of Excess 44
504 |Percentage Depletion from Marginal Oil & Gas Wells, Extend Suspension of Net Income Limit on| 16
525 |Production Payments to Farmers are Taxable in the Year Received, Provide That Federal 35
541- |REITs Subsidiaries, Income and Services Provided by Taxable 57
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571 |REITs, Modify Estimated Tax Rules for Closely Held 64
533 |Reporting of Cancellation of Indebtedness Income, Expand 39
502 |Research & Experimentation Tax Credit & Increase the Alternative Incremental Rates, Extend 9
535 |Retiree Health Benefits, Treatment of Excess Pension Assets Used for 44

Revenue Table, Exhibit B 67
3001 |Subject to a Liability Treated in Same Manner as Assumption of Liability, Property 3
503 |Subpart F for Active Financing Income, Extend Exceptions Under 13
650 |Tax Receipt, Itemized Income 5
523 |Vaccines Against Streptococcus Pneumoniae to the List of Taxable Vaccines, Add Certain 33
405 |Wage Reports, Authorization for States to Permit Annual 6
505 |Welfare-To-Work Tax Credit, Extend the 18
505 |Work Opportunity Tax Credit, Extend the 17
509 |Zone Academy Bonds, Extend Authority to Issue Qualified 22

70




